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Professional Notes 


New Year Prospectus 


It ls TEMPTING TO DUB 1952, IN ADVANCE, A “YEAR OF CRISIS” FOR BRITAIN, 
except that the word “ crisis ” is so overworked nowadays. And a crisis is sharp 
and decisive, whereas the British economy passes listlessly from one impasse to 
another. The year will probably go down in economic history as a testing time 
for the new financial and economic policies. Above all, they must avoid half- 
solutions. Monetary discipline may be made strict enough to help in holding the 
inflation in check. But it must not become so strict that it creates an unmanageable 
problem of localised unemployment and trade depression, and however strict it 
may become, it needs to be accompanied by other measures. On January 1, 1953, 
we shall be able to look back upon 1952 and say whether, for the first time after 
the war, economies in Government expenditure were unmistakably carried 
through and whether, for the first time in the country’s history, at least the 
embryo of a wages policy was born. Then we shall also know whether the logic 
ofeconomics succeeded in convincing the country at large that a high level 
of personal consumption, balanced international accounts and large investments 
{capital in industry were incompatible and that since the last two were essential 
for defence and the future, the first had in some degree to be sacrificed. 

On the more domestic plane of accountancy, the New Year will see the country’s 
third E.P.T., and no doubt other fiscal complications, which will tax practitioners’ 


“materials.” 


patience and ingenuity as much as their 
clients’ bank accounts. The Royal 
Commisson on Taxation, meanwhile, 
will pursue its majestic and even course 
towards a report to be issued in 1953 
or perhaps even later. In June 1952 
the International Congress on Account- 
ing will perhaps erode some of the 
insularity which is a rather conspicuous 
feature of our profession. The inquiry 
into the computation of profits in 
inflationary conditions, initiated by the 
Society of Incorporated Accountants, 
will, it is to be hoped, “ adjust the 
present accountancy conventions ” (to 
use the President’s words) to meet the 
changed circumstances of the times. 
And most evenings the ordinary accoun- 
tant will, as in 1951, dutifully take home 
his dispatch case full of working papers, 
computations and correspondence, after 
eight or nine hours in the professional 
or company office. 


The ‘ Qualitative’ Tests for 
Finance 
The new monetary policy, if vigorously 
pursued, will limit the amount 
of short-term finance. Far from 
relying upon this quantitative check, 
the Government is carrying further 
the qualitative tests that were laid down 
by its predecessor. The banks’ warning 
that personal and business advances 


- will be restricted is accompanied by 


a Treasury statement that credit must 
be confined to “ essential purposes.” 
The Treasury also advise the banks to 
allow no facilities for the speculative 
purchase or holding of securities, to 
limit finance for hire purchase and not 
to finance capital expenditure “ not- 
withstanding the statutory exemption 
of borrowing made in the ordinary 
course of business.” As for the statutory 
control of long-term borrowing itself, 
the Capital Issues Committee has been 
instructed in terms similar to those used 
last April, but more pointed and 
unequivocal. Clear priority is to be 
given to projects essential “to the 
rearmament programme, to the stimu- 
lation of exports to desirable markets, 
to the saving of imports, particularly 
from dollar sources, and to the relief of 
basic deficiencies, especially of raw 
Other projects to be 
favourably considered by the Com- 
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mittee are those which help technical 
development and the more efficient use 
of resources. It is to submit all applica- 
tions “ to a very strict and searching 
scrutiny’ and is to apply the new 
directive in a “vigorously critical 
spirit.” An important and new instruc- 
tion is that “where applications are 
made for consent to long-term borrow- 
ings to refund bank advances already 
taken up, the fact that the money has 
already been borrowed should not 
weigh with the Committee.” This is 
bound to create difficulties for com- 
panies whose banks are unwilling, 
under their stiffer policy, to extend the 
time for repayment of short-term 
borrowings already made and whose 
work does not come within the classes 
outlined by the Treasury. 


An Experiment in Hospital Costing 


The report of the Nuffield Provincial 
Hospitals Trust for 1948-49 contains an 
account of work it is now carrying out 
in hospital costing. After expressing 
amazement that “ Parliament should 
continue voting vast sums for the 
National Health Service on little more 
than unproven affirmation that the 
money is needed,” the report comments 
on the unreliability of the only figures 
now available for controlling expendi- 
ture and comparing it between hos- 
pitals. These figures are the cost per 
in-patient and cost per out-patient. As 
the report also indicates, the allocation 
of expenditure between in-patients and 
out-patients is, moreover, arbitrary. 


A New Pear Message 


On behalf of the Council of the 
Society, I send Greetings and 
Good Wishes for the New Year to 
every member, and particularly 
to those in distant parts of the 
world. It is my heart-felt wish 
that the work of each member 
may prosper in service, dignity 
and achievement in the coming 
year. 


C. PERCY BARROWCLIFF, 
President, Society of Incorporated 
Accountants 


As a result of a costing experiment 
carried out in 1949 at the Radcliffe 
Infirmary, Oxford, the Trust recom- 
mends the introduction into hospitals 
of standard costing. Jointly with King 
Edward’s Hospital Fund for London, it 
is now carrying out a costing investiga- 
tion for the Ministry of Health, and is 
giving special consideration to this 
aspect of costing. It is studying how far 
the system devised during its Radcliffe 
Infirmary experiment may be usefully 
applied to various types of hospitals in the 
provinces, forty-six in number, in seven 
groups. A simple experimental system, 
which can be grafted on to the existing 
accounting systems of the hospitals 
with a minimum of change and disrup- 
tion, has been introduced into each 
hospital group. No attempt is being 
made to lay down a uniform accounting 
system, but the basis of allocation of 
expenditure and units of cost will be 
uniform throughout. Preliminary work 
on the experiment started in September, 
1950, when each hospital was visited, 
and, in consultation with the finance 
officers of the group, a report was pre- 
pared on the existing accounting sys- 
tems, the departments to be costed, and 
the method of introduction of costing. 
The main experiment started in all 
seven groups in April, 1951, and the 
results so far obtained are being 
examined, with the object of revising the 
original systems, devising the manner 
of presentation of costs to committees, 
and fixing standards for future use in 
expenditure control and the prepara- 
tion of estimates. 


It is hoped, also, that when more is 
known of the cost of such departments 
as the boiler house or the laundry it 
should be possible, with the industrial 
experts in these fields, to arrive at an 
index of efficiency, and to make a study 
of the relation between capital and 
revenue expenditure. In this further 
study, the Trust states, it will consider 
the inclusion, in the total maintenance 
cost of the departments, of a charge’ for 
depreciation of machinery. This is all 
to the good: there is ‘no sound reason for 
ignoring depreciation in hospital fin- 
ance and accounting. As long ago as 
1925 it was strongly urged by Captain 
Stone, F.s.A.A., in his book Hospital 
Accounts and Financial Administration, that 
the depreciation element should be 
included in hospital costs. To the 
ordinary accountant it is surprising that 
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the plea was necessary even then, and 


quite extraordinary that it has sing aw 
met with such little response. that: 
Whether or not standard Costing js 
the solution to the problem of the cop, 9 
trol of hospital expenditure remains tp ws 
be seen. We predict that it will in any ar 
event be a long time before a compleie a 
system of standard costing is introduced Helo 
into hospital finance. The effectiveney MM the 
of this technique in industry js po MM mate 
ground for assuming that it will be jm xa! 
equally successful in the hospital fied Hide 
The advantages of the system are not 
inherent in the system itself: much A 
depends upon the methods of adapu. engine 
tion, its installation, and the quality of f° ™ 
the staff available to prepare the stan. fm P*™ 
dard costs—not an easy matter if the My "> 
costs are to be accepted without ques. kinds 
tion—and to maintain the system after indust 
its installation. and bi 
The fact, however, that the Ministry Depres 
of Health has invited two such impor iy PP 
tant organisations as the Trust and the ine be 
Fund to carry out costing investigations 7 3 
is certainly a big step forward in hos rangi 
pital finance, and the results of their was 
work will be studied with interest. oar 
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The Second Year of Nationalised  @ “’ 
Gas ay 
nsing f 
Sales of gas in the year to March last forcing 
were 5 per cent. more than in the J io. pe 
previous year, but Area Gas Boards J ji. ;, 
could have sold much more gas if they ms. 
could have produced it. The limiting 
factor was new plant. During the year 
the Boards incurred capital expenditure 
of about £36 million, but to meet the Ty 
growing demand for gas the figure MM Sir Jot 
should have been £50 million or £55 I the bal 
million. bers’ F 
The year, the second of nationalise @ is intr 
tion, showed a net surplus of £149 Hj Comp: 
million. Nine Area Boards recorded 4 the iss, 
surplus and three a deficit. But the HM value ; 
figures were struck without taking stock a 
account of the higher replacement cos Hi value.” 
of plant. These higher costs, continus 9 reading 
the second report of the Gas Council, I to pro 
could be covered by increasing the Ji Bills h: 
price of gas or by raising new capital. IM unless 
After pointing to the lack of any sat 9 them a 
factory or general solution in the bus i age, b 
ness world to the problem of replace Hi obtain 
ment in periods of rising prices, “0 J alter ¢ 
which divergent views are held by J effect r 
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onomists and by accountants,” the 
port makes the cautious statement 
that: 

_,. the strain of enhanced costs, which 
must be faced in the long run, should be 
taken gradually and without too violent 
a change in the price of gas. This prob- 
lem... requires far more consideration 
before a decision can be reached. Clearly 
the picture would be changed very 
materially if some measure of relief from 
taxation were to be granted on sums set 
aside for the replacement of assets. 


A committee of accountants and 
engineers was appointed by the Council 
to recommend depreciation rates for 
post-vesting assets: its recommenda- 
tions, setting out rates for the various 
kinds of buildings and plant in the 
industry, are summarised in the report 
and have been adopted by all Boards. 
Depreciation rates on pre-vesting assets, 
applied to net book figures on a straight- 
line basis, are left to each Board, and 
the average rate for the whole country 
is just under 5 per cent., which certainly 
does not seem very high. 

The Boards have evidently made 
quite strenuous efforts to decentralise 
their administration, and to achieve 
economies in the production of gas, as 
byshutting down small and uneconomi- 
cal works. Fifty of these works have 
been closed since the vesting day. But 
sing freight charges and coal costs are 
forcing up the price of gas. For every 
12s. per ton by which the price of coal 
rises, 1d. a therm is added to the cost of 


fas. 


Two Private Members’ Bills 


Sir John Barlow, who was successful in 
the ballot for presenting Private Mem- 
bers’ Bills in the House of Commons, 
8 introducing a Bill to amend the 
Companies Act, 1948, “‘ so as to permit 
the issue of stock and shares of no par 
value and the conversion of authorised 
tock and shares into shares of no par 
value.” The Bill is set down for second 
reading on February 29, but is unlikely 
to proceed further. Private Members’ 
Bills have very little chance of success 
unless the Government fully supports 
them and give facilities for their pass- 
age, but this measure is not likely to 
obtain Government assistance so soon 
ier the Companies Act of 1948 in 
tlcct rejected the share of no par value. 


On the same day, another Private 
Member’s Bill, to be introduced by Mr. 
Errol, is down for its second reading, 
and this, too, will probably not go much 
further. It is called the Directors, etc., 
Burden of Proof Bill. It seeks to provide 
that if proceedings. are taken against 
directors or certain Officers of bodies 
corporate under specified Acts (includ- 
ing the Exchange Control Act and the 
Monopclies and Restrictive Practices 
Act) the defendant shall not be liable 
to conviction unless the offence com- 
mitted by the body corporate was 
committed with his consent or con- 
nivance or by his negligence. 


National Insurance Without 
Stamps 


More and more employers are turning 
away from the traditional method of 
paying National Insurance contribu- 
tions by sticking stamps on cards. They 
are adopting alternative methods, says 
the last report of the Ministry of 
National Insurance, mainly because the 
value of the stocks of stamps held under 
the present scheme is much higher than 
it used to be, but also because “* with 
advances in accounting methods gener- 
ally, many large employers find that 
their organisation does not lend itself 
very readily to the... handling and 
safe custody of considerable quantities 
of adhesive stamps.” 


By one of the alternative methods, the . 


employer periodically sends a cheque to 
the Ministry for the total of contribu- 
tions due. When he exchanges his 
employee’s cards he enters on each card 
the number of contributions paid and 
sends with the cards a supporting 
schedule. The method was introduced 
experimentally in July 1948, with the 
new National Insurance scheme. It has 
proved satisfactory and more than 100 
large employers, with contributions of 
about £7 million a year, have adopted 
it. The Ministry’s report says that the 
method is one which is suitable only 
for employers with a very large number 
of regular employees, but it is not self- 
evident why this should be so. 

The other alternative method has 
been operating for a number of years. 
Employers with regular staffs stamp 
impressions on the cards by machines 
of approved design, obtained direct 
from the manufacturers. The em- 


ployers pay a fee to the Ministry to 
cover the additional administrative 


costs entailed. Some £25 million a year 
in contributions are now collected by 
this method. The number of employers 
using it increased from 117 at mid-1949 
to 1,232 at end-1950. 


How Many Days in a Year? 


A tea planter from India (see Wilkie v. 
C.ILR., page 36 of this issue) was com- 
pelled to stay in this country two days 
longer than he had planned, because 
his homeward aeroplane flight was can- 
celled. Nevertheless, his stay was only 
182 days 20 hours, and the year was a 
leap year, so that he considered he had 
been here for less than six months and 
was therefore not liable to British tax. 
But the Inland Revenue thought other- 
wise. So did the Special Commis- 
sioners. They said that from 2 p.m. to 
midnight on the day the tea planter 
arrived from India must be reckoned 
as a whole day, from midnight to 
10.0 a.m. on the day his aeroplane 
eventually took off must be taken as 
another whole day, and since there were 
182 days in between, his total stay was 
184 days, which was more than half 
the year, and thus more than six 
months. 

In the appeal in the High Court the 
Crown relied both upon a “rule of 
law ”’ that part of a day means a whole 
day, and upon what Mr. Justice Dono- 
van called a “ new and radical con- 
tention ”’ that “ six months ” in Rule 2 
of the Miscellaneous Rules of Schedule 
D meant lunar and not calendar 
months. This new contention the 
judge rejected. As to the “rule of 
law,” it would lead, if it existed, to the 
absurdity that the tea planter was also 
resident outside the United Kingdom 
for 1 + 182 + 1 = 184 days, so that he 
was both exempt and chargeable! That 
was an absurdity, said Mr. Justice 
Donovan, “remarkable even in a 
Revenue Act.” He did not accept the 
argument that residence for part of a 
day must be taken as “ notional” 
residence for purposes of Rule 2, for 
the rule referred to “‘ actual ”’ residence, 
and “actual” was the reverse of 
“notional.” He found against the 
Inland Revenue. 

This judgment of common sense is 
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comforting to those who obstinately 
cling to the notion that there are 365 
days in a year and 366 in a leap year. 
But they are not quite secure in their 
conservatism until it is known whether 
the Inland Revenue, who have for 
generations denied the ordinary man’s 
right to a year beginning on January 1 
and ending on December 31, may ask 
the House of Lords to squeeze 368 days 
between April 6 and April 5. Researches 
might lead to the discovery of a rubber 
planter from Malaya who during one of 
the Inland Revenue years stayed here 
for two periods of the right duration to 
make the year one, not merely of 368 
days, but of 372 days. Indeed in this age 
of supersonic speed and _ constant 
comings and goings between countries, 
why should ambitious officials of the 
Inland Revenue rest content with so 
limited a year, since arithmetically the 
number of days in it may be indefinitely 
extended? 


International Congress on 
Accounting, 1952 


The Council of the Sixth Inter- 
national Congress on Accounting has 
now issued the programme of the 
Congress. It is as follows : 


Monday, June 16, 1952. 

10.30 a.m. Westminster Abbey, Special 
Congress Service, or 10.30 a.m. Westminster 
Cathedral, The Capitular Mass. 

2.30 p.m. Opening Meeting. 

g.0 p.m. Reception at Royal Festival Hall. 
The Congress fee covers the Reception: cost 
for ladies and guests of members £1 1s. each. 


Tuesday, June 17, 1952. 

10.0 a.m. First Session. Subject: ‘* Fluc- 
éaating Price Levels in Relation to 
Accounts.”’ 

2.15 p.m. Second Session. Subject: 
** Accounting Requirements for Issues 
of Capital.’’ 

7:0. p.m. Theatre Party. Approximate 
cost per person £1. 


Wednesday, June 18, 1952. 


10.0 a.m. Third Session. Subject: 
** The Accountant in Industry.”’ 
2.15p-m. Fourth Session. Subject: 


** The Accountant in Practice and in 
Public Service.’’ 


7-0 p.m. Guildhall Banquet for overseas 
delegates and for as many members of the 
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sponsoring bodies as accommodation 
permits. Approximate cost per member £3 35. 


Thursday, Fune 19, 1952. 
Visits to one of the following : 


Approximate 
cost 
£s.d. 
(a) Windsor Castle and 
Hampton Court 15 0 
(6) Places ofinterestin London 1 5 Oo 
(¢) Oxford University 200 
(d) Cambridge University 25 0 
(e) Port of London by river 
steamer I 5 0 
or 
Golf Competition 110 0 
Friday, Fune 20, 1952. 


10.0 a.m. Fifth Session. Subject: ‘* The 
Incidence of Taxation.’’ 

2.15 p.m. Fifth Session continued. 

4.0 p.m. Closing Address by the President. 

10.0 p.m. Ball at Savoy Hotel. Approxi- 
mate cost per person £2 25. 

All sessions of the Congress will be held 
at the Royal Festival Hall, South Bank, 
London, S.E.1. 


The papers submitted from the 25 
countries invited to arrange for them 
will be circulated in printed form 
towards the end of March 1952, to all 
attending the Congress. They will not 
be read during the sessions of the 
Congress, but will be summarised by 
rapporteurs and the remainder of each 
session will be devoted to discussion. 
Those attending the Congress are 
asked to indicate (on the questionnaire 
referred to below) the subjects on which 
they wish to speak in the discussion : it 
is unlikely that there will be time 
enough for any others to speak. 

Members of the sponsoring bodies—of 
which the Society of Incorporated 
Accountants is one—who attend the 
Congress will be asked to pay a Con- 
gress fee of £3 3s. This will cover 
copies of all papers, admissions to all 
sessions, and to the reception on the 
opening night; apart from the reception, 
it will not cover social functions, for 
which the fees are shown in the 
programme. : 

So that the Congress office may have 
an indication of the numbers likely to 
attend, members of the sponsoring 
bodies are asked to notify the office as 
soon as possible, and by February 15 
at the latest, of the number of tickets 
they will require for the various sessions 
and functions. A form which may be 
used for this purpose has been sent to 
all members of the Society of Incor- 


porated Accountants. Its completio, 
and return to the secretary of th 
Congress does not commit the applica 
to payment or attendance, and y 
money should be sent at this stag. 
Official questionnaires will later }, 
issued to members who indicate thy 
they hope to attend the Congress, 

Articled clerks and student member 
of the sponsoring bodies may attend the 
business sessions of the Congress oy 
June 17, 18 and 20 on payment of, 
total fee of £1 1s., to cover also copies 
of all papers. . 

The address of the Congress office is 
2, Salisbury House, London Wall, 
London, E.C.2. 


Accountants and Tax Evasion 


At the twenty-first anniversary dinner 
of the Institute of Taxation, held last 
month, Mr. Stanley A. Spofforth, 
F.C.A., F.S.A.A., the President, spoke of 
the problem of tax evasion. Evasion by 
means of omitted sales, cash transac. 
tions and so on, he said, might be 
worse on the Continent but was very 
substantial in this country. He thought 
that the harm was not so much the 
money that was lost to the Inland 
Revenue as the sense of injustice 
created in the minds of people whos 
tax was deducted at source. He urged 
that there should be some “get 
together’ between the professional 
bodies concerned with taxation and the 
Board of Inland Revenue, to close some 
of the outlets through which the illegal 
evasion moneys flow. ‘ Do not mis 
understand me,” said Mr. Spofforth 
to the 210 members of the Institute and 
guests present at the function. “I am 
not suggesting that we taxation prac: 
titioners should throw our clients to the 
Inland Revenue ‘ wolves’ or that our 
sense of civic duty is such that we are 
not prepared to assist the Inland 
Revenue in a proper way without at 
appeal being made to us. . . . But we 
have this difficulty, that we have m 
‘ privilege’ in the legal sense, as * 
applies to solicitors and barristers.” 
Among the guests at this vel 
successful anniversary dinner were the 
Rt. Hon. Lord Justice Jenkins, Sir Enc 
Bamford (Chairman of the Board 0 
Inland Revenue), Mr. J. 
Tucker, x.c. (Acting Chairman of the 
Royal Commission on Taxation), Mr 
C. W. Boyce (President of the Institut 
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Accountants) and Mr. 
¢. Percy Barrowcliff (President of the 
ity of Incorporated Accountants). 


Ireland’s ‘* Economic Foreign 
Legion ”’ 
ftwould be an act of madness to reduce 
unduly the “‘ economic foreign legion ” 
ifthe Irish Republic, its assets held in 
Great Britain, recently said Mr. Erskine 
Childers, Minister for Posts and Tele- 
phs. The reserve of these assets was 
jow being fast diminished; this must be 
sopped, or the country would be com- 
to borrow, “ under enormously 
omplicated conditions’ from Great 
bitin. For every £100 of goods 
imported from countries other than the 
United Kingdom, only £8 worth were 
being exported to defray the cost. The 
fnancing of the remainder was effected 
in Great Britain. Mr. Childers was 
peaking in Dublin at the annual dinner 
of the Institute of Chartered Accoun- 
taats of Ireland. 


A Belgian E.P.T. 
The Belgian Parliament is debating a 
proposed tax on excess profits. The 
Bill would tax at 25 per cent. profits in 
excess of those for any year before 1951, 


with an exemption for profits not 
reaching 400,000 Belgian francs (about 
{2,900) or 8 per cent. of capital. 
Exemption would be granted if the 
aggregated profits for the five years 
1947-51 were less than 25 per cent. of 
capital. 

Up to 30 per cent. of sums expended 
in 1951 on re-equipment and exten- 
sions would be allowed in abatement of 
the tax, which would be reduced by 
5 per cent. to 22°5 per cent., if paid 
before January 15, 1952. 


Allocation of Overheads 


The hasty reader of the pamphlet 
weently issued by the Institute of 
Accountants in England and 
Wales on the subject of Notes on the 
Allocation of Expenses may be forgiven if 
tis first impression is that the trouble 
laken is disproportionate to the results 
whieved. But more careful study shows 
toth how well the subject has been 
mplified and what a wealth of practical 
parece has been usgfully drawn 
pon, 
Within the space of its nineteen 


pages, the pamphlet covers the main 
aspects of expense allocation and the 
difficulties of determining how a certain 
expense can be satisfactorily allocated. 
To compress so much detail into a 
pamphlet which can be read in a spare 
half-hour and yet retain lucidity is no 
mean feat. 

The student will certainly find the 
pamphlet of great value, for it shows 
well the uses which can be made of 
expense allocation in cost ascertain- 
ment and in pin-pointing the responsi- 
bility for expenditure. It also constantly 
emphasises the difficulties which can 
arise in determining the basis of 
expense allocation, as well as indicating 
that a basis of allocation which is 
satisfactory for one purpose may not 
necessarily be right for a different one. 

There is probably little new for the 
practitioner. However, nothing but 
good can come from the reiteration of 
basic principles such as “ the achieve- 
ment of meticulous accuracy at the cost 
of disproportionate expense in time and 
money can be a serious fault, particu- 
larly where it results in delay in present- 
ing figures which are important and 
whose value diminishes with time” 
and that allocation methods “ must 
depend on the circumstances of each 
individual business.” 

The advocacy of non-allocation un- 
less circumstances can really justify it 
is. refreshing, as there is no doubt that 
countless clerical hours are spent 
making allocations which serve no 
useful purpose and many more valuable 
management hours are spent in ponder- 
ing over misleading information. If, 
as a result of this pamphlet, firms are 
led to review their allocation systems, 
then the effort put into it will have 
been amply repaid. The danger of 
misleading allocation could, however, 
have received more emphasis. 

A logical continuation of this thought 
might have been a section on product 
marginal income data, unallocated 
overheads being shown against the 
product marginal incomes available to 
meet those overheads; however, per- 
haps this hardly falls within the scope 
of the pamphlet. 

The pamphlet’s last paragraph ex- 
plains the need for understanding by 
management of the costs which have 
been built up for its use and it is to be 
hoped that many managers will read 
the Notes on the Allocation of Expenses and 


obtain a clearer insight into overhead 
allocation. The accountant, however, 
and particularly the accountant in 
industry, can accept these notes as a 
reminder that frequently allocation of 
expense is arbitrary and should be 
acknowledged as such. The accountant 
who regards his allocation as incontrover- 
tible and does not ensure that manage- 
ment is aware that allocation must 
sometimes be arbitrary, and who is not, 
when necessary, prepared to change 
his bases of allocation for different 
purposes, may be misleading his man- 
agement and thus doing a disservice to 
the relations between management and 
the accountant. , 
The pamphlet is available free of 
charge on application to the Institute’s 
offices. 


Shorter Notes 


Chartered Institute of Secretaries— 
New Headquarters 

For a period of about a year the temporary 

address of the Chartered Institute of 

Secretaries will be 52-54, High Holborn, 

London, W.C.1. 


Coal Nationalisation—Interest on 

Compensation Money 
The interest on compensation money 
receivable by nationalised colliery concerns, 
against which interim income is now being 
paid, has been fixed at 3.5 per cent. for the 
second half of 1950, by the Coal Industry 
Nationalisation (Interim Income) (Rates of 
Interest) Order, 1950, Statutory Instrument 
No. 1932 of 1950. 


Postwar Credits 

Some £800 million of postwar credits were 
originally created, and of these just over 
£600 million are still outstanding. They 
are now being released at the rate of about 
£17 million a year. The Government is 
shortly to make an announcement about 
postwar credits by widows as 
part of the estate of their deceased husbands, 
which are at present not repayable until the 
widows reach the age of 60, 


Mr. Cube—The Next Round 
The Special Commissioners decided that 
expenses incurred by Tate and Lyle in 
fighting nationalisation were an admissible 
expense for tax purposes (our issue of last 
July, page 251). The Inland Revenue are 
to appeal against the decision. A case has 
been prepared by the Commissioners for 
submission to the High Court. 
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all parts of the world. The price of a single copy is 2s., postage extra.) {All 

communications to be addressed to the Editor, Incorporated Accountants’ Hall, 
Temple Place, Victoria Embankment, London, W.C.2. 


Dividend Restraint 


** DIVIDEND CONTROL Is DEAD! LONG 
live dividend restraint!’ Perhaps this 
is not quite a fair paraphrase of the 
letter sent by the President of the 
Federation of British Industries to its 
members a fortnight ago, but it 
probably expresses the reactions of most 
of the recipients. While Sir Archibald 
Forbes does not exactly welcome 
“moderation and restraint” in divi- 
dend policy, or wish it a long reign, he 
strongly commends it to directors 
** particularly as it is not now proposed 
to effect statutory control of dividends.” 
The message is unlikely to cause many 
Boards to change the policy they would 
otherwise adopt. Generally, financial 
exigencies set a pretty low limit to 
dividends in any event. Taxation is so 
high and the need for working funds 
and fixed assets so exacting, that the 
shareholder, as residuary legatee, can 
usually receive no more than a modest 
return upon his capital. Where, excep- 
tionally, profits are so high that the 
prior drafts upon them can be satisfied 
and leave enough for a larger return 
to the shareholder, it is rare indeed for 
it to be so much larger that it compen- 
sates for the increase in the cost of 
living. And where profits are as high 
as this, directors must both anticipate 
that they will not be so for long, if the 
anti-inflationary policy is at all effec- 
tive, and have some regard to the 
stinting of their shareholders in earlier 
years. 


It seems clear, to say the least, that 
no dramatic response can be expected 
to the argument that “ restraint in the 
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distribution of profits will materially 
help in bringing the inflationary condi- 
tion under control.” The F.B.I. itself 
points out that the inflationary pressure 
which would directly result from an 
increase in dividends is negligible. 
Though it goes on to suggest that the 
danger of larger dividends is the 
** psychological ” one, that they will 
stimulate demands for larger wages, 
those whose memories go back to 
August last will recall the F.B.I. 
statement on statutory dividend control, 
which said: 


If it be the case that such a 
measure has a psychological effect in 
restraining [wage] demands, that 
result can only arise from misunder- 
standing and misrepresentation. . . . 
Surely the right course is to remove 
the misunderstanding rather than 
give it colour by introducing a 
measure which is full of injustices. 


In truth, the surest way to restrain 
dividends, the only way to restrain 
them as part of a rational policy, is to 
avoid the inflationary conditions which 
propagate unrestrained rises in other 
incomes as well, and in prices at large. 
The most disappointing part of the 
F.B.I. letter is that which makes it 
clear that the initiative behind it came, 
not from the Federation, but from the 
Chancellor of the Exchequer, who 
advocated the voluntary limitation of 
dividends in the fight against inflation. 
Either we return to the forgotten White 


Paper of 1948, which urged upon ths 
whole nation that all money incom, 
should be held in check. Or y 
recognise that inflation produces th. 
moderate increases in dividends thy 
are now occurring, not Vice versa, By 
there is little logic and no justice jy 
expecting directors and shareholders jy 
freeze dividends again, while othy 
incomes are in full spate. As the City 
Editor of The Times has aptly remarked 
risk-taking investors expect to take the 
smooth with the rough, and will no 
always be content with a pension in pre. 
war currency. 


The F.B.I. letter is rather mor 
positive in a passage emphasising the 
need to provide out of profits for the 
replacement of assets at inflated prices, 
Some mistaken and misleading ides 
about the level of profits would kk 
avoided, it says, if the extent to which 
they had to be applied to asset replace. 
ment was clearly brought out in pub- 
lished accounts and reports. But this 
recommendation is not free from 
difficulty and even ambiguity. Does it 
mean that directors should make a 
careful and detailed examination of the 
replacement costs of assets and, in 
agreement with their auditors, arrive 
at a figure which would be the best 
estimate possible of the short-fall in the 
depreciation allowances of the year’ 
(or in those of previous years as well?) 
Would assets then be revalued in the 
balance sheet? And if all this is done, 
is there any reason for continuing t 
regard the figure arrived at as @ 
appropriation of profits and not 4 
charge against them? If, on the othe 
hand, the recommendation means 10 
more than that directors should see that 
something, a round sum or what can be 
painlessly spared, is reserved as 4 
contribution towards the replacement 
of assets—a sum which is not the result 
of any detailed investigation and is nt 
within the audit purview—could one 
expect mistaken and misleading ides 
about the level of profits to be in the 
least affected? Questions such as thes 
show that the inquiry into profit com 
putation which, as we announced 2 
our editorial article last month, has beet 
initiated by the Society of Incorporated 
Accountants, is one that should b 
pushed ahead urgently, if possible B 
company with other representative 
both accounting and industry. 
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Recent Public 


Accounting Developments in the 


United States” 


Ins WITH A DEEP SENSE OF APPRECIATION 
of your hospitality and goodwill that I 
come to you this morning. When your 
president invited me to be with you, he 
jttle knew how much this invitation 
wuld mean to me. I accepted it 
promptly for a number of reasons. 
Being here affords me the opportunity 
of indicating to you gentlemen of the 
public accounting profession in Britain 
the abiding gratitude and admiration 
which we shall always have for you as 
founders of that profession. Shortly 


States. They came to us as representa- 
tives of the owners of British capital 
which was then finding a new outlet, 
particularly in the field of railroad 


financing. 


in the Those pioneers were men of extra- 
year’ ordinarily strong character. We today 
well?) perhaps have better technicians, but we 
in the Mave not been able to improve upon the 


quality of independence which they 
posessed. And after all, is not inde- 
pendence the cornerstone upon which 
the profession rests? Without inde- 
pendence we have nothing more to 
contribute to our economic and social 
system that can be had from the many 
thousands of superbly trained account- 
ig technicians who are in private 
employ. As you know, the first legis- 
lative recognition of the necessity of 
independent accounting appraisal oc- 
curred here about a hundred years ago. 
legislation for the protection of the 
investing public was then enacted which 
required a statutory audit for public 
companies, to be made by someone not 


d in (B*S0ciated with the management. At 
= understand, such audits were 
ated 

be °A paper delivered on September 17, 


1951, at the Incorporated Accountants’ 
Course at Gonville and Caius College, 


By J. HAROLD STEWART, c.P.a., Boston 


made by stockholders, but it soon 
developed that a knowledge of accounts 
and experience in book-keeping were 
necessary; and gradually from among 
those who possessed these qualifications 
there emerged a group who undertook 
such work as a separate occupation. 

Thus, historically, independence was 
the first requirement; the need for that 
was recognised even before the need for 
technical competence; it was the climate 
into which the profession was born. 

Rapid communication has made the 
world so small that you have un- 
doubtedly a reasonably accurate pic- 
ture of the present economic and social 
conditions in the United States. Simi- 
larly, we in the States usually assume 
that we are informed concerning condi- 
tions in Britain and the rest of the 
world. Much of what we believe is the 
result of what has been communicated 
to us by the Press, radio, and other 
public communications. Even with our 
great advances in that field communica- 
tion is still imperfect. The most 
important element in this world is 
people. Unless one can get close to the 
people behind the news and under- 
stand them it is not possible to interpret 
adequately much that is communi- 
cated. The present state of social tur- 
moil and even fear of the future with 
which the nations of the world are at 
present seized is due in a large measure 
to the inability of their peoples to 
understand each other and thus truly 
appraise the motives which underly 
their actions. Your own Alexander 
Pope spoke truly when he said, “ The 
greatest study of mankind is man.” 
Believing as I do that we must com- 
mune together if we are to understand 
each other, I was particularly happy to 
be invited here, where for a little while 
we can, as we at home say, “ pick each 
other’s brains.” 

Your president suggested that I tell 
you of recent auditing developments in 


the United States. I am taking the 
liberty of interpreting auditing to 
include the field of public accounting 
generally. 


Shortage of Trained Personnel 


I am happy to report that the public 
accounting profession in the States is at 
present enjoying a period of great pros- 
perity. The demands upon it are heavy 
due to the stepped-up tempo of our 
industrial economy, attributable largely — 
to the rearmament programme. The 
demands of this programme have 
created a shortage of qualified personnel 
for reasons which are quite obvious. 
Private industry has drawn many public 
accountants from the auditing and 
public accounting field. The govern- 
ment service, both military and civilian, 
has likewise drawn heavily upon the 
public accounting profession for 
accounting personnel. The increased 
government regulation of business inci- 
dent to the rearmament programme has 
increased the demands of both industry 
and the government upon the public 
accounting profession. In my opinion, 
overcoming the shortage of trained per- 
sonnel is the greatest single problem 
facing us at present. This, in spite of 
the fact that since VJ Day'there have 
been unprecedented numbers of young 
men studying accounting at our univer- 
sities as a result of the Government’s 
educational assistance to veterans. 

It is true that only a relatively small 
proportion of our college students of 
accounting will enter and remain in the 
field of public accounting. More of 
them go into corporation work and 
other fields of business. Nevertheless, 
C.P.A.s constitute the fastest-growing 
of all our professions. Twenty years ago 
there were less than 5,000 certified 
public accountants in the United 
States. Today there are about 40,000. 
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Nearly one-half of these have received 
their certificates within the past ten 
years. This rapid growth has brought 
with it growing-pains. Professional 
guidance for the young practitioner 
who enters practice on his own account 
has been and will be for some time to 
come a serious professional problem. 
The older members of the profession 
have recognised their responsibility for 
assisting the newcomers in every way 
possible. 


Clarification where Opinion 
Omitted 


A recent development in the auditing 
field designed particularly to assist the 
individual practitioner is the issuance 
of a bulletin, so-called Statement 23, 
by the Committee on Auditing Pro- 
cedure of the American Institute of 
Accountants. This statement is de- 
signed to clarify the accountant’s report 
when his opinion is omitted. This state- 
ment is as follows: 


The presentation of financial state- 
ments on the stationery or in a report of 
an independent public accountant with- 
out a definitive expression clearly indicat- 
ing the representations he is making as to 
their fairness tends to create uncer- 
tainties in the minds of those who do not 
have special information regarding the 
preparation of the financial statements. 
In such cases, these third parties have no 
basis for determining what inferences are 
warranted by the association of the 
accountant’s name with the financial 
statements and may place undue reliance 
upon them. 

Illustrative of the practices which 
frequently give rise to such uncertainties 
are the following: 

(a) The presentation of financial state- 
ments on the stationery of the 
accountant without comment, 
opinion, or signatures; or with the 
assertion that the statements are 
“‘ for management purposes only.” 


(6) The omission of an expression of 
opinion or of a specific disclaimer of 
an opinion in a report of an accoun- 
tant in which financial statements 
and comments on the scope of the 
audit are included. 


In the first case it is not clear whether, 
by his silence, the accountant intends to 
express unequivocal satisfaction with the 
financial statements or whether he 
intends to disclaim any opinion at all. 
The assertion that the statements are “ for 
management purposes only” leaves the 


reader in doubt as to whether it indicates 
a limitation on the scope of the audit 
examination, whether it merely designates 
the form in which fully approved state- 
ments are presented, or whether it has 
some other significance. In the second 
case there is a review of the accountant’s 
procedures, but it is not clear whether 
those procedures were sufficient to permit 
the expression of an opinion. 

Since the accountant cannot effectively 
control the use to which financial state- 
ments accompanied by his name may be 
put, the adoption of practices which will 
minimise the possibilities of uncertainties 
and misinterpretations by third parties is 
obviously to the interest of all concerned 
and should aid in the avoidance of 
embarrassment and damage to the pro- 
fession. The committee on auditing pro- 
cedure, therefore, recommend that, when- 
ever financial statements appear on the 
stationery or in a report of an indepen- 
dent certified public accountant, there 
should be a clear-cut indication of the 
character of the examination, if any, 
made by the accountant in relation to the 
statements, and either an expression of 
opinion regarding the statements, taken 
as a whole, or an assertion to the effect 
that such an opinion cannot be expressed. 
When the accountant is unable to express 
an over-all opinion, the reasons therefor 
should be stated. When the accountant 
considers it appropriate to comment 
further regarding compliance of the state- 
ments with generally accepted accounting 
principles in respects other than those 
which require the denial of an over-all 
opinion, he should be careful to indicate 
clearly the limitations of such comments. 


This statement was adopted after a 
great deal of discussion and controversy. 
The opposition to it came almost 
entirely from individual practitioners 
throughout the country who believed 
that the restriction which it placed 
upon the form of statements which they 
could issue would result in their loss of 
clientele. In my opinion the effect of 
the statement will be just the opposite 
as it will frequently result in making 
clients aware of the fact that they, are 
receiving very little in the way of 
independent verification, and the utility 
of their accountant’s reports is greatly 
limited. The real intent of the state- 
ment was to make sure that the reader 
of an accountant’s report be informed 
by the accountant as to its limitations, 
ifany. I believe this pronouncement to 
be a real support for the practitioner 
who would take a firm position limiting 
the use of his name to those cases in 


which he has made a_professigy 
contribution. 
The demands upon the services , 
the public accountant are so heavy g 
present that he can ill-afford to wags 
his time on purely mechanical tasks, 


Costs and Prices 


The heavy military procuremey 
programme and the price and Wage 
control regulations with which we ay 
attempting to prevent monetary inf 
tion have resulted in placing increase 


emphasis on cost accounting. Th¢ 
elements of cost and profit are receivinoil for aC 
much attention in the attempts by thefm either 
Government to regulate prices of bothim entirety 
military and civilian goods. I personm they ar 
ally feel that too much emphasis ifm perce 
being placed upon cost and not enough Until 1 
attention is paid to price. In jgg™ uniforn 
military procurement the Government 

is using cost type contracts in many 

cases where, in my opinion, it could 
obtain a better result through fixed 
price contracting. Cost type contraci {il Obsoles 
are wasteful of materials, productive[ criterio 
manpower and auditing personnel isuing 
Our defence programme has brought fi of nece 
with it the problem of meeting a short has bee 


age of accounting manpower. It haf tive 


likewise generated a few  technicl fi Govern 
problems: one of these which looms acquire 
large is the proper determination off not agr 
allowance for depreciation of fixed [i obsolet 
property. to proc 
facilitie 

tax am 

Accelerated Amortisation = 

In order to accelerate the defence jj *moun 
programme the Government has 1 M Plation 
newed the practice introduced during be acq 
World War II, of issuing, under certain ff tuted | 
conditions, so-called “ certificates of J ' pers 
necessity,” which entitle manufac § with th 
turers receiving such certificates 1 is clear 
accelerate amortisation for federd no bea 
income-tax purposes of the cost of new jj Ment s 
manufacturing facilities. During World and e 
War II these certificates were issued in ff Hon fo 
consideration of the probable obsole At / 
cence of the newly acquired facilities 4 been is 
the end of the war period, assumed 10 J acc 
be five years. It was necessary that five-ye 
war contractor applying for such ct at 74 
tificates satisfy the issuing authority # gn 
to the probable obsolescence of the ao 


facilities at the conclusion of the wat. 
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tach application was dealt with on its 
gdividual merits. 

Under the present Defence Produc- 
ion Act the Congress has again author- 
ied recognition, in computing federal 
iseome tax, of accelerated tax amortisa- 


assumed until recently that the current 
giteria for issuance of a “ certificate of 
necessity’? were the same as was the 
ce during World War IT. 

During World War II applications 
fr accelerated tax amortisation were 
tither allowed or denied in their 
entirety. Under the current procedure 
they are usually allowed on the basis of 
a percentage of the total application. 
Until recently these percentages were 
uniform within an industry. 


Obsolescence and Incentive 


Obsolescence has not been the sole 
criterion used by the governmental 
suing authority in issuing certificates 
of necessity during the last year. There 
has been introduced a so-called “‘ incen- 
tive” element. For example, the 
Government wishes a manufacturer to 
acquire productive facilities but does 
not agree that in five years they will be 
obsolete. The contractor is unwilling 
to proceed with the acquisition of the 
facilities unless he can obtain accelerated 
tax amortisation in respect to a percen- 
tageof the total cost of the facilities. The 
Government maintains that part of the 
amountso certified was issued in contem- 
plation of obsolescence of the facilities to 
be acquired and the remainder consti- 
tuted the incentive element necessary 
to persuade the contractor to proceed 
with their acquisition. In some cases it 
is clear that the obsolescence factor had 


feral 80 bearing whatever upon the Govern- 
new ™ Ment’s decision to issue the certificate 
orld ( and even the manufacturer’s applica- 
din ton for it. 

es J At August 1 of this year there had 
sat been issued certificates entitling holders 
1 to # ‘0 accelerate tax amortisation (over a 
ita five-year period) of costs estimated 
ce M™ at 7} billion dollars. 

1 a8 ere has been much debate as to 
the J the extent to which such accelerated 
at. ™@ “Mortisation of the cost of facilities 


should be recognised in cost determina- 
tion under Government contracts and 
in setting ceiling prices under the price 
control regulations. 

There have been those who contend 
that the holder of a certificate of neces- 
sity should be always entitled to include 
in his price an amount of amortisation 
of the cost of facilities based upon the 
five-year life which is permitted for tax 
purposes. There are others who con- 
tend that the possession of a certificate 
of necessity has no cost significance and 
the contractor should not be permitted 
to include accelerated amortisation in 
his price. As is usually the case, neither 
extreme is right. 

I believe it will be necessary to 
review the certificates already issued, 
to determine the extent to which 
they were issued in contemplation 
of quick obsolescence and the extent 
to which they were issued purely 
as an incentive which had no relation 
to the life of the facilities. The proper 
determination of this question is impor- 
tant to us as public accountants, in con- 
nection with year-end financial reports. 
We shall be shortly faced with the prob- 
lem of determining the proper basis for 
depreciation and amortisation of fixed 
assets. This ordinarily presents no great 
problem, but under current conditions 
in the United States it will for a time 
be bothersome, due to the widely 
varied pattern of governmental adminis- 
tration. 


Verification of Inventories 


During the last twenty years we have 
seen the ever-increasing importance of 
the income statement in the field of 
financial reporting. Income concepts 
have been sharpened, and we have 
reached a point where perhaps we now 
attach too much importance to the 
income statement. I believe the income 
statement cannot be considered to the 
exclusion of the balance sheet. This is 
presently the case with us in the 
United States. The accounting treat- 
ment of depreciation and amortisation 
which I have just mentioned furnishes 
an example of the necessity of looking 
beyond the income statement itself. 
I have always felt that in considering 
the financial statements of manufac- 
turing and commercial organisations 
the most significant single item is the 


inventory, or what, I believe, you some- 
times call “stock.” It is the flexible 
item which often looms large in the 
computation of profit. Through the 
years most of our serious problems of 
practice have been concerned with the 
question of proper inventory deter- 
mination. I understand that in Britain 
the general concept is that the repre- 
sentation of inventories is essentially the 
responsibility of management, and the 
accountant’s function in assuming re- 
sponsibility for it is limited, particularly 
with respect to inventory quantities. 
Our view of inventory responsibility 
coincided with yours until about 
twenty-five years ago. In the early 
*twenties there were several outstanding 
instances in which credit grantors and 
stockholders had been misled by the 
overstatement of inventories. As a 
result there were some auditors who, 
under the force of circumstances, 
extended their inventory procedures to 
include verification of the physical 
quantities. This did not become 
general practice, however, until later. 

In the United States the practice as 
to verification of physical inventories 
was varied, with the physical verifica- 
tion being omitted more often than not, 
until late in 1939. In the spring of 1939 
the Council of the American Institute 
of Accountants adopted a report of a 
special committee on auditing pro- 
cedure which recommended, among 
other things, the extension of auditing 
procedures to include the review of the 


- physical quanuties in the inventory. It 


was made clear that in undertaking 
these auditing procedures regarding 
inventories, the independent certified 
public accountant did so for the pur- 
pose of satisfying himself as to the 
credibility of the representations of the 
management regarding quantity and 
condition, and did not hold himself out 
as a general appraiser, valuer, or expert 
in materials. 

In order to certify accounts it 
became necessary that the accountant 
review the inventories physically and 
assume responsibility with respect to 
their existence. This is now the general 
practice with us, and in the intervening 
years techniques have been developed 
which have lightened what was origin- 
ally a rather heavy task. With us in the 
United States, and I presume you are 
not greatly different, income taxes 
have a large influence in determining 
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the accounting treatment of com- 

ponents of the balance sheet. This is 
particularly true with respect to inven- 
tories. Since 1939 taxpayers in the 
States have been permitted to use the 
so-called LIFO (last in first out) 
basis of inventory valuation in com- 
puting taxable income. You are un- 
doubtedly familiar with this method 
under which the last items acquired are 
considered to be the first items disposed 
of, and inventories are priced at cost 
using the earliest purchases. Most com- 
panies which adopted this basis of 
valuing inventories did so when the 
price level was very much lower than 
at present, and thus have been able to 
delay the payment of such income and 
excess profit taxes as might be said to 
apply to so-called inventory profits. So 
many companies in the United States 
have adopted this method that the 
comparability of financial statements as 
between companies has suffered. 

We read reports of similar companies 
which indicate that one company is 
computing its inventories on a LIFO 
basis and another is employing a FIFO 
basis. This statement, in itself, is not 
particularly informative. The LIFO 
method of valuing inventories is applied 
in so many different ways that the term 
LLIFO does not have a common mean- 
ing, even to technicians. As you know, 
in some cases, this method is applied to 
all elements of an inventory; in others 
it is applied to certain elements of an 
inventory and in still others it is applied 
to inventories on the basis of their loca- 
tion. In many cases only through the 
use of extensive footnotes to the finan- 
cial statements can the financial pic- 
ture be shown in its true light. 


LIFO and its Problems 


One result of the use of the LIFO 
method of inventory valuation has been 
to eliminate, under present conditions, 
the consideration of market value 
in stating the amounts of inventories. 
This is due to the fact that with us 
nearly all companies using the LIFO 
basis adopted it when the price level 
was very much lower than at present, 
and until prices return to the levels 
at which they were when the LIFO 
basis was adopted, market value has 
no significance for the purposes of com- 
puting profits. When the day comes 
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that market values are less than the 
stated values of LIFO inventories we 
shall be faced with a new problem. 
It will probably be necessary that a 
valuation reserve be created to cover 
the difference between the stated value 
and market value of inventories. How- 
ever, under our present taxing statutes 
such a reserve cannot be provided in 
the computation of net income. 

One requirement of the user of LIFO 
is that in reporting to third parties he 
report his operating results on the 
same basis as that used in reporting his 
taxable income to the Government. 
As the year end approaches public 
accountants are being called upon in 
many cases to assist managements which 
use the LIFO basis in forecasting their 
inventory position at the year end. It 
is, of course, essential that the inventory 
quantities on hand at the end of the 
year be at least as large as those on hand 
at the beginning of the year if the tax- 
payer wishes to maintain his original 
tax deferment with respect to inven- 
tory. If he reduces his inventory he 
must report as taxable income the dif- 
ference between the proceeds of sale 
and the amount at which the inventories 


were sold at the beginning of the year. 


Under present conditions such reduc- 
tions in inventories are almost sure to 
result in increased income taxes for the 
year of reduction. 

In persuading the Treasury to accept 
it the sponsors of the LIFO method of 
inventory valuation maintained that 
regardless of tax consequences it was 
the preferred method. Much talk was 
made about its being more expressive 
of the normal flow of cost factors. How- 
ever, in my opinion, the LIFO method 
would not have been widely adopted 
were it not for its supposed income-tax 
advantage. The users of LIFO cer- 
tainly enjoy tax postponement, and 
this is particularly useful in a period 
when company finances are under 
pressure through the necessity of carry- 
ing larger balances of accounts receiv- 
able and inventories and meeting 
increased construction costs. 

I am among those who are looking 
forward with interest to the day when 
the LIFO method is really tested. 
From the inception of its use until to- 
day we have seen a steady increase in 
commodity prices which has made its 
use advantageous taxwise and popular. 


When it becomes disadvantageous tay. 
wise I think we can rely upon th 
ingenuity of management and publi 
accountants to deal adequately wit, 
this problem. There are several devices 
which can be used by a taxpayer as, 
means of escape from the cong, 
quences of LIFO if it becomes neces. 
sary. A resort to these will, however, 
result in further dilution of thé com. 
parability of financial reports. 


The Future 


So much for the discussion of some 
of our technical problems. Undoubht. 
edly the profession will meet the chal. 
lenge of their solution. How well it 
meets the continuing demands upon it 
depends in a large measure upon the 
character and ability of those who 
undertake public accounting as a 
career. The profession’s present high 
place has been achieved through the 
wisdom and effort of its pioneers, who 
built upon the sound foundation of 
integrity and independence. We public 
accountants of the United States find 
ourselves engaged more than ever 
before on a world-wide scale. With this 
widened scope of our activities we find 
ourselves rubbing elbows with our pro- 
fessional brothers throughout the 
world. In our association with you 
gentlemen we find kindred spirits, as 
we speak the same language account- 
ingwise as well as linguistically. 

We are not always as fortunate when 
we deal with our professional associ- 
ates in other countries where concepts 
and standards are different. The pro- 
fession is still in its infancy in many parts 
of the world, and we as a more seasoned 
group have a responsibility for its 
proper nurture. The world is growing 
too small to take any other viewpoint. 
Together, perhaps, we can contribute to 
theless advanced countries of the worlda 
counterpart of your contribution to us 
without which the public accounting 
profession as we know it in the United 
States would not exist. 

Again, I wish to thank you for the 
warmth of your reception and your 
indulgence in listening to me. I trust 
that many of you will come to visit us 
in the United States and permit me 
then to indicate my gratitude in some 
more tangible manner, than saying, asl 
do, a thousand thanks. 
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Routine Accounting during Periods of Changing — 
Prices—II 


By E. B. PALMER 


IN THE FIRST ARTICLE (ACCOUNTANCY, DECEMBER, 1951, 
pages 443-47) an example was used to illustrate the 
adjustments necessary to take account of changing prices, 
and detailed consideration was given to the cash entries, 
purchases, sales and the treatment of stock. In this second 
artie the same example is used and fixed assets, loans, 
expenses and the closing entries are discussed. For con- 
venience, the fictitious index used throughout the example 
is repeated: 

Date - Index 

1935 

1937 2 

1940 ” 

1945 ” 

1948 ” 


1949 
January 1 
January 
February 
March 


The problem of financing the replacement of plant, 
machinery and other fixed assets at enhanced prices, like 
that of replacing stock, has much exercised the minds of 
businessmen in recent years. The views of directors and 
proprietors may diverge, directors concentrating upon the 
replacement costs of capital equipment and proprietors 


upon the maintenance intact of their “ real” (as opposed 
to “ physical”) capital. For the purposes of the balance 
sheet and profit and loss account presented to the pro- 
prietors the general price index should therefore be used, 
though it is conceded that management returns may be 
more suitably prepared on the basis of actual replacement 
costs. 

To calculate the depreciation provision required in terms 
of sterling at the basic date details will be needed of the 
date and cost of fixed assets purchased and still in hand at 
the commencement of the accounting period. In other 
words, a complete register of fixed assets used by the 
business is necessary. Many firms have not this information 
available. For them, the best possible estimate would have 
to be made: any guess at the truth is better than none at 
all, provided always that the nature of the estimate is 
clearly described. ; 

In the example depreciation of plant at the rate of 10 per 
cent. per annum on cost results in a charge of £966 for the 
year 1949. In terms of 1935 sterling, however, the charge 
would be £664 which, converted into current sterling by 
use of the average index for the year, amounts to £1,494. 
Therefore, in order to ensure that sufficient funds are 
retained in the business an additional appropriation of 
£528 (£1,494 — £966) must be made to a plant replace- 
ment reserve. 

Some have argued that it may be necessary to return to 
earlier years and revise the amounts set aside for deprecia- 
tion, as the index used for adjustments will have changed 


PLANT REGISTER SUMMARY 


1935 (27.10.49) 
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since then. But it should be clear from the plant register 
summary given above, that this is not so. The reason is 
that we may assume that funds retained in the business by 
providing for depreciation are invested in assets the value 
of which is fixed in real terms, so that the value of the 
funds (in terms of current sterling) rises with each advance 
in the index. 


Debentures 


Loans on debentures are, like most liabilities, fixed in terms 
of money. Therefore with each rise in the price index the 
real burden of debt and interest diminishes. Consequently, 
at the end of each accounting period an adjustment must 
be passed correcting the value of the debentures in terms of 
basic sterling. The transfer will be made to the purchasing 
power adjustment account. 

For example, if the amount borrowed on debentures is 
£2,000, then at January 1, 1949, the 1935 value is £1,000. 
At December 31, the 1935 value has fallen to £800, 
and £200 must be credited to the purchasing power 
adjustment account. 

Similarly, the real burden of debenture interest falls. 
Reference to the cash book in the example shows that the 
debenture interest paid on June 30, 1949, is £22 measured 
in 1935 sterling. At December 31, the adjusted payment is 
only £20, although £50 is still paid in current sterling. 


Expenses 
For the purposes of the example used in this article, for 
which the full entries for the year 1949 are shown in the 
following section, it has been assumed that all expenses 
with the exception of debenture interest move with the 
price index. In fact this is invariably not so and the 
exceptions must be considered. 

Expenses may be classified, as regards accounting for 
changes in the general level of prices, in a similar fashion to 
that adopted for costing purposes. The three broad classi- 
fications are: 


(i) expenses fixed in terms of money, 

(ii) expenses which vary in terms of money but not 
directly in proportion to changes in the general 
level of prices, and 

(iii) expenses which vary directly with changes in the 
general level of prices. 

A typical example of a “‘ fixed ” expense is rent payable 
under a lease not subject to renewal for a number of years. 
Such expenses should be treated on a similar basis to 
debenture interest. Rent of £100 per annum payable 
half-yearly under a lease entered into in 1940 should appear 
as follows: 


RENT ACCOUNT (F) 


The transfer of £49 (1935 sterling) represents thy 
advantage accruing to the business for having entered jntp 
a contract fixing rent in money terms, not real terms, 
The majority of expenses are “ semi-fixed.” Examply 
are wages and salaries, which are “ sticky ” when gener 
prices vary. The appropriate amount to transfer to th. 
purchasing power adjustment account could be calculate 
by taking an index of expense expressed in real tery 
applicable to the business, and by comparing the adjusted 
figure according to this index with the adjusted figur 
obtained by using the general index. But this would be, 
considerable task and for expediency it is suggested that all 
expenses other than those fixed expenses which are of 
major importance should be treated as variable expenses, 
This would mean that an error would creep into the 
accounts. However, the error should not be excessive 
unless the level of prices is fluctuating violently. Almost 
always, in any event, it will lead to an under-statement of 
the true trading profit for the period of rising prices. 
The treatment of variable expenses is shown in the 
following section. No transfer to the purchasing power 
adjustment account is called for, as these expenses do not 
involve any non-trading profit or loss to the business, 


Ledger 


The ledger entries of the business here used as the example 
are given below. To avoid duplicating entries and keeping 
two ledgers, the simplest arrangement is to have a double 
cash column on each side of the various accounts. 

As explained already, in practice there may be a delay 
of two or more months before the index of prices is pub- 
lished. But all accounting routine does not have to be held 
up. Entries in current sterling can be made according to 
the normal routine and the adjusted figures can be entered 
later, when the index is available. 

The opening balances in the example at January 1, 1949, 
are as shown on the next page. 

Up to the point of certain closing entries to the profit and 
loss account ail entries have either already been explained 
or are self-explanatory. 

A normal type of balance sheet (with adjusted figures in 
a second column) would then appear as on page 15. 

An alternative method of presentation is to inflate the 
1935 figures to current sterling, but this involves writing-up 
the fixed assets and provision for depreciation and would 
generally be less acceptable than the more conventional 
form shown. 


Profit and Loss Account 
The profit and toss account is divided into two sections, in 
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Actual 
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ORDINARY SHARE CAPITAL ACCOUNT 


Actual Adjusted 1949 
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DEBENTURE INTEREST ACCOUNT 
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DEBTORS LEDGER CONTROL ACCOUNT 
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STOCK CONTROL ACCOUNT 
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PROVISION FOR DEPRECIATION 
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order that the net adjusted profit or loss for the year may 
be shown before adding back excess depreciation and 
charges on material issues ready for appropriation. 

The net adjusted profit of £60 (current sterling) gives an 
indication of what the net profit would be under similar 
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trading conditions during a period when the index of 
prices was steady throughout at 225 and all the machinery 
was new (as, for example, it would be for a new competitor). 

The net adjusted loss of £34 (1935 sterling) shows the 
loss that would have been incurred had there been no rise 
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TRADING AND PROFIT AND LOSS ACCOUNTS 
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BALANCE SHEET as at DECEMBER 31, 1949 
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BALANCE SHEET AS AT DECEMBER 31, 1949 


£ 


Ordinary Share Capital 5,000 
Capital Reserve a 7,500 
Appropriation Account 1,945 
per cent. Debentures 2,000 
itors oe oe 812 


£17,257 


Fixed Assets .. = 
Less Depreciation 10,222 

8 
Stocks sah 
Debtors 907 | 
Cash .. 


in price levels since the base date. Contrast these figures 
with the profit of £1,193 as it would be computed by 
conventional methods. 

The net adjusted loss of £34 (1935 sterling) then has to be 
adjusted by the balance on the purchasing power adjust- 
ment account. It will be recalled that this balance repre- 
sents the net effect of the various profits and losses accruing 
as a result of trading during a period of fluctuating prices. 
The transfers from creditors’ ledger and debtors’ ledger 
control accounts represent the profit and loss incurred 
by receiving and granting credit, and the transfer from cash 
the loss involved in holding money during a period of 
rising prices. The credits from the debenture account and 
interest account represent the profits resulting from the 
business having fixed part of its commitments in terms of 
money. The transfer from stock account results from the 
discrepancies between standard prices and adjusted 
purchase prices. . : 

The final balances on the profit and loss account are 
thus £1,193 profit in current sterling (computed on lines 
approaching the conventional method of to-day) and £116 
loss in 1935 sterling. The balances are transferred to the 
appropriation account, giving amounts available for 
appropriation of £3,193 in current sterling and £884 in 
1935 sterling. According to the views expressed in this 
article it should now be clear that if the owner of the 
business wishes to maintain his real capital intact the 
distribution of resources must not exceed £1,945 and the 
balance, after transfers have been made to specific reserves, 
should be credited to a general reserve. 

The calculation of the amount available for distribution 
and the balance transferable to general reserve is as follows: 


£ £ &£ 
Profits available for appropriation 35193 
Less transfers to capital reserves 1,133 
. 2,060 

Deduct: Adjusted profit inflated by current 

index {259 . 884} 2,210 

100 

Less: Difference between adjusted stock 

inflated by current index ... 4,152 

and calculated cost of stock 3,887 
PERMISSIBLE DISTRIBUTION WITHOUT IMPAIR- -—— 

ING CAPITAL 1,945 
TRANSFER TO GENERAL RESERVE £115 


The adjustment to take account of the stock valuation in 
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terms of 1935 sterling is necessary in order not to anticipate fy 'V '4 
profits by taking credit for stock at a value greater than cost, Ho Nou 
Dividend Policy ae 
Should the transfer of £115 be made to a revenue reserve fy“ 
or to a non-specific capital reserve? In the opinion of the rma 
writer, where the company has adequate liquid resources, 
greater freedom is obtained by transfer to a general revenue 
reserve. The important point at issue is not that the owner 
of a business should maintain real capital intact, but that 
they should have information available to them to enable J Szcric 
them to see whether they are doing so. There appear busine 
to be no objection, for example, to the proprietors of the J kind o 
business in the example withdrawing (say) £2,000 in MM by refe 
dividends, provided they are fully aware of the fact that J contro 
they have run down the real value of their original capital & hither 
invested by £55. It is suggested that such a state of affain J of the 
would then best be reflected in the balance sheet as follows: time tl 
General reserve to maintain capital _.... £306 Statute 
Less over-distribution of profits _..... 55 this Se 
meniag £25 I eg | 
In following this course of action the proprietors, in rhe 
withdrawing resources, would be clearly aware that they that or 
were endangering the future liquidity of the business. author 
This matter is of sufficient importance to warrant 1m ° busi 
concluding digression from the main theme of the article, 4 *' 
for it is clear that if the methods here advocated wer jy "4 
adopted, many firms would find that a large part of their part 
apparent profits should be transferred to special capital re . 
reserves, making a dividend declaration appear inadvisable. fj ° *¢ 
On the other hand, the passing of a year without the term 
declaration of a dividend is very often inadvisable in itsel! ry 
In the first place, it may easily prove damaging to the F 
reputation of the firm and of those connected with it. And, jj ° ©" 
secondly, as has already been stated above, where the firm _ 
has adequate liquid resources these might well be handed @ "¢ "3 
back to the shareholders to employ as they see fit. The Jj UP. 
limitation of dividends to low rates can, in the long ru, can adi 
prove quite damaging to the economy by restricting the to doit 
mobility of capital. Where liquid resources are not i would 
excess of requirements, the problem of allowing freedom 09 
of choice to shareholders might be solved by the genet “aang 
declaration of a small dividend and also giving eat It 
shareholder the option of having an additional dividend « to appl 
of allowing the corresponding sum to be retained in the The 
business in his name. If possible the scheme should be ae 
operated to permit non-distribution relief under Profit - cl 
Tax to be credited to the individual shareholder concernet. a 
[Concluded] ie 
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The Finance Act, 1951—Emigration of Companies and 
Relations with Overseas Subsidiaries 


—_—_ 


on November 12, 1951. 


as appendices on pages 21 to 28. 


We reproduce in full a lecture delivered before the Incorporated Accountants’ London and District Society, at Incorporated Accountants’ Hall, 
Mr. fF. A. Jackson, ¥.C.A., F.S.A.A., occupied the chair. ‘ 
Some notes prepared by Mr. Bower, together with the text of Section 36 of the Act and the Treasury Instructions to applicants, are reproduced 


Section 36 OF THE FINANCE ACT, 1951, IS AIMED AT 
businesses conducted by a corporate body, and no other 
kind of business. The residence of the company is defined 
by reference to the place where its business is managed and 
controlled. All our ideas of the residence of a company have 
hitherto come from case law, deduced from many decisions 
of the Court, following one on the other. This is the first 
time that the residence of a company has been defined in 
Statute law, and this definition is carefully said to apply to 
this Section; it therefore does not necessarily follow that it 
could be used in another context. 

In considering what is the transfer of a business, I suggest 
that one should not rely too much on sub-Section (9), which 
authorises the transfer of assets and excludes from “‘ part of 
a business ” “‘ a mere transfer of assets . . . not resulting 
in a substantial change in the character or extent of the 
trade or business” of the transferor company—because 
“part of a business” is not defined, and it is possible to 
make a transfer of a part of a business without the transfer 
of assets. Even in dealing with the transfer of assets, the 
term “ substantial ” may be a trap, because it is a relative 
tem which has to be applied in relation to the company 
which is doing the transfer. In connection with a group 
of companies it could be that the transfer of assets was 
substantial in relation to the company that was making 
the transfer, but not substantial in relation to the entire 
group. When these provisions are read as a whole, they 
can add together any series of transactions which might lead 
to doing something unlawful. One would think that it 
would be logical to look at the group as a whole, so that a 
transfer substantial in relation to one member but not to 
the whole group might be permitted as a transfer of assets. 
But it would not be safe to rely on that; it would be better 
‘0 apply for permission in order to make sure. 

The next point to consider is the date on which the Section 
commences to operate. There were comments in the 
financial Press about companies which had some doubt 
whether this Section applied to them. They took legal 
advice and were clear of the Section. The reason was 
that they had transferred the control and management of 


By FRANK BOWER, C.B.E., M.A. 


their businesses on a previous date. Therefore, when the 
Bill became an Act on August 1, 1951, they were not 
companies within the meaning of the Section, because their 
businesses were not managed and controlled at that moment 
in the United Kingdom. The Section states where the 
onus of proof has to be if there is any doubt where the 
management and control was situated at that moment. 

Then there is the question of overseas subsidiary com- 
panies. The Treasury have put up two obstacles, one to 
prevent the overseas companies issuing share capital or 
debentures without permission, and the second to make it 
unlawful for the parent company to transfer any shares or 
debentures to any person, including a person in the United 
Kingdom, except qualification shares. It will be, I think, 
clear to you what is the kind of transaction at which they 
are aiming, and the point to which I draw your attention 
is the definition of a body corporate not resident in the 
United Kingdom over which the parent company has 
control. “‘ Control” has to be interpreted legally. It must 
be legal control; de facto control is not enough to bring 
one inside the Section, and the principal company can have 
its wishes carried out without possessing legal voting control 
of the overseas company. 

A second point is that control must be vested in the 
United Kingdom company itself, and not partly in the 
company and partly in its directors, but the term “* United 
Kingdom resident company ” includes the subsidiaries also. 
So the possession of control is both direct and indirect, and 
that being so it is necessary to run down the chain of sub- 
sidiaries to see whether the principal company has control 
of the overseas company in question. 

The next subject with which we deal is the creation of 
share or loan capital. What the Section is trying to prevent 
is the creation of capital and the remittance of money to 
the principal company in the form of a capital sum which is 


‘not taxable, instead of paying it through dividends, There 


are two steps in that kind of transaction to avoid tax. One 
is the creation of capital, and the other is the reduction of 
the capital and the repayment of the debt in question. The 
Section, however, only controls at the moment the creation 
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of capital, and this does not affect taxation. An issue of 
bonus shares, of course, does not create any liability to tax. 
It would be the repayment of capital and the payment of 
cash in reduction of share capital that would or should be 
liable to tax. This has the effect that the existing share 
capital of an overseas company and the existing indebted- 
ness, whether funded or not, can be repaid without asking 
the permission of the Treasury. But having reduced it once 
you cannot reduce it again without first building up the 
capital a second time, and you cannot increase the capital 
without permission. Therefore, the check is not in quite 
the right place. 

I might mention the experience of my company. We 
asked for permission to increase the share capital of an 
overseas subsidiary company, in two instances. It was a 
clear case of incorporating the profit and loss balance and 
reserves into the share capital in order to bring the issued 
capital more in line with the capital employed in the 
business. They gave a conditional permission, as the Section 
permits them to do, and in that particular case—to quote 
the words of the consent—said that this consent was given 
** subject to the condition that no repayment of capital will 
follow, whether directly or indirectly, by means of associated 
transactions otherwise than on a permanent discontinuance 
of the company necessitating its liquidation.” So by a side 
wind, by their power to give a conditional permit, they 
have put a control on the reduction of capital ; because if 
capital reduction did take place after an increase of capital 
there would be a breach of the condition. Exactly what 
would happen it is difficult to say, because the increase of 
capital was authorised, and I assume all one could do would 
be to ask permission to reduce the capital if circumstances 
required it. Then, of course, one would have to bring 
forward pretty good commercial grounds to show that it 
was expedient or necessary to reduce the capital. 

_In the whole of this Section there is nothing to induce the 
declaration of dividends. If a principal company can do 
without the profits of a subsidiary company, the Section 
leaves it quite unaffected, and there are, of course, com- 
panies which can do that. They can let the subsidiary 
companies retain their profits in their balance sheets, 
remitting back to the parent company on loan account the 
surplus cash which they do not require for running their 
business. The parent company then has the cash, which it 
can use in other parts of its organisation, and so far as the 
consolidation statement goes for the purposes of the Com- 
panies Act it has also the profits. One thing it cannot do is 
to use the cash or profits for the declaration of its own 
dividend; because one would not expect a parent company 
to declare as its own dividend profits to which it had not 
yet got a title through the subsidiary company having 
declared them. 

The next step is the transfer of shares in a subsidiary 
company. That is subject to sifting for two purposes. One 
is to prevent the company splitting its shareholding so that 
the subsidiary company would cease to be controlled by 


itself. Furthermore, it prevents a transfer of shares in a | 


subsidiary company to another overseas subsidiary company 
which would pay for them by running into debt, and then 
by gradually repaying the debt out of its profits. 
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As regards the operation of the Section, in practice the 
bulk of the work lies on the Board of Inland Revenue, 4; 
a matter of routine the applications for permission ar 
referred to the Inspector of Taxes who deals with the com. 
pany in question, for his opinion whether it is good or bad 
that this permission should be granted. I was rather 
intrigued to know whether a Surveyor of Taxes—to use his 
old name—was authorised to disclose to the Treasury the 
affairs of a taxpayer, having regard to his oath of secrecy, 
I turned up the declaration, which lies behind the Fourth 
Schedule of the Income Tax Act, 1918, and found he is 
authorised to disclose particulars to another official who js 
empowered to give effect to that Act. Section 36 places 
squarely on the Treasury the duty of operating that 
Section, so the Treasury is instructed to carry out the 
Income Tax Act, and, therefore, the Surveyor of Taxes is 
authorised to disclose information regarding taxpayers to 
the Treasury. For some reason or other the Treasury ask 
applicants to give an authority to the Surveyor to disclose 
those particulars to the Treasury, although I think they 
already have the power to ask the Surveyor to give the 
information. 


The Surveyor makes his report, which goes back to the 


‘Treasury, and they give their answer, “‘ Yes” or “ No.” 


On a straightforward case they will give consent. A sticky 
case they will refer to a little sub-committee, under Lord 
Kennet, which has been instructed to consider and advise 
the Treasury on this matter. 

Is the Section justified? Perhaps it is academic to put the 
question at all. After all, it is the law, and we have to carry 
out the law. But if the question should arise of resurrecting 
this Section in a future Finance Act, following the change of 
Government, then the thoughts expressed here might be 
relevant to it. I make the general proposition that there 
was no serious loss of tax to justify this provision, and that in 
certain circumstances it is not necessary at all. Take the 
case of Norway, for example. The rate of tax in Norway is 
greater than in the United Kingdom, and the claim to the 
supplement of tax which the United Kingdom could make 
is nil, because the foreign tax credit, by reason of the 
company having paid Norwegian tax, is as great as, if not 
greater than, the British tax. Therefore, if a company were 
to transfer management and control from the United 
Kingdom to Norway it would not be avoiding any tax at 
all, because there is no tax to collect. That is just one 


_ example of how the Section has gone into grounds where it 


was not really required. 

Of course, the motives of the Section may be based more 
on an exchange control point of view than on the point of 
view of collecting revenue, but as a piece of legislation I 
hope it represents the lowest depths we shall ever see to 
which officials can go in carrying their particular point of 
view against the taxpayer. 

I draw your attention to the instructions which have 
been given by the Treasury, because these are very for 
midable, and, oddly enough, all our eight applications to 
the Treasury were sent in to them without knowing that 
those regulations existed, and those applications went 
through without any trouble at all. I should like to pi 
point some of the things which seem to be quite superfluous. 
Under “ Information Required” they ask in Item No. 4 
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he nature of the business of the company and the place 
where its main activities are carried on. Then they ask for 
he address of the Inspector of Taxes to whom the company 
makes its income tax returns, and whether the applicant 
wmpany is a public or a private company. All those 
gatters, | should have thought, would have been obvious 
the Inspector of Taxes who deals with the company in 
westion. Then they ask for information concerning the 

rtion of the capital of each class held by residents of 
the United Kingdom and residents abroad respectively. 
Well, to ask a question like that of a big public company is 


imply nonsense, and it does not carry them anywhere. © 


furthermore, they ask for the names and residential 
addresses of the present directors of the company and of any 
poposed directors. That also is superfluous. In point of 
act, we did not comply with that requirement, and nothing 
happened. It did not matter. 

Under Item 20 they ask questions regarding the capitali- 
ation of profits or reserves. They ask that the periods of 
wigin of the profits or reserves and how they are utilised 
should be stated. I do not think that even an Incorporated 
Accountant could tell how a reserve has been utilised or 
sate the amounts of profits and reserves not being capital- 
ied, and how they have been utilised. You could not 
pssibly answer that question. 

The Treasury instructions direct attention to the terms 
if reference of the Advisory Committee, and this shows 
wmething of the motives behind the questions. Those 
ms of reference read: 


They will take into account the significance of any new factors 
or circumstances which are represented to require the proposed 
change and any compelling reasons for such applications based 
on the efficiency and development of the applicant’s operations. 


Observe the word “‘ compelling.” The terms of reference 
go on: 
The Committee will weigh against considerations of this kind 
the prospective loss of revenue or of foreign exchange. 


That is the first glimpse we have anywhere in this 
‘ection of a reference to foreign exchange, but foreign 
achange considerations must have been in mind when it 
was passed. 

Question 32 is a gem: 

What reduction (or increase) will follow from the proposed 
transaction in the amounts of income tax and Profits Tax 
payable (estimated, if necessary) as compared with a continua- 
tion of the existing arrangements? 


Whether that is a confessional box or a prophecy, I really 
amnot say. ‘Then follows the address to which the applica- 
tonshould be sent. There follows a request for an authority 
ir the Commissioners of Inland Revenue to disclose to the 
‘visory Committee particulars of the company’s income tax 
thirs. Three copies of the application should be furnished. 
lent in only one, so I think you need not take these instruc- 
‘ons too seriously. If you have to make an application for a 
emission, you know the essential things which the 
Treasury will be looking for, and if any of these questions 
w irrelevant, the sensible thing would be to treat them as 
mlevant and not waste a great deal of time in trying to 
‘wer them. It does not seem to have any effect on the 


success or failure of your application. So long as the 
Treasury know the full nature of the transaction, and pro- 
viding good business reasons are set out for it so that they 
can estimate whether it is reasonable or not, they will not 
require slavish application to the instructions. 

I think those remarks will be sufficient to introduce the 
subject to you. It is a narrow field. It is to be hoped that 
the Section will not be in force for too many years, but so 
long as it is here we have to deal with it. Although it is a 
matter which is of great interest to those concerned with 
businesses which have international facets, it is also of 
general interest. There are no means at present of making 
public the decisions of the Treasury, so if any applications 
are turned down for some reason, no one knows about it. 
Accordingly, it is quite impossible for one taxpayer to say, 
*“* You gave permission to my neighbour, and as his circum- 
stances are just like mine, why have you refused my applica- 
tion?” There is no audit in any sense of the decisions which 
the Treasury may make, and their decisions on questions 


_ of fact are quite unappealable. They have discretion to 


permit or to refuse permission, and if at the moment they 
refuse, nothing can be done, except perhaps to protest and 
try to bring further arguments to induce them to change 
their minds. 


Discussion : 
The following are the chief points raised by members, with 
Mr. Bower’s replies: ; ; 

(1) What is the Treasury’s reaction to the loss of Profits 
Tax by virtue of non-distribution relief given prior to 
cessation? The company may have reasonable cause to 
move abroad, but the Revenue may think it is doing so-in 
order to distribute further dividends subsequently. It may 
have limited its dividends in the past, and, therefore, there 
may be a loss of the non-distribution relief already granted. 
I wish to know whether that potential loss of Profits Tax, 
over and above any future loss, could prejudice a company 
in its application. : 

Mr. Bower: 1 do not see why it should. When you have 
transferred your control and management of the company 
abroad, you still have a company which receives the profits 
here, and, being an English company, still distributes the 
profits as dividends under the British Companies Act. I 
cannot see that the shifting abroad would take away from 
the Revenue the right to recover non-distribution relief on a 
subsequent distribution or on liquidation. 

(2) As I understand case law, the mere holding of a 
majority of the shares does not mean that the non-resident 
company is managed and controlled here. Ifa non-resident 
company has had trading losses or is in a development stage, 
the parent company may wish to get rid of the shares 
merely as a normal transaction of dealing in businesses. 
Could they be penalised if they sold a portion of their shares 
which brought them below a 50 per cent. holding? 

Mr. Bower: They could not sell any part of their shares 
which would bring their voting control under 50 per cent. 
Whether the business is managed or controlled here does not 
matter. If they had 51 per cent. of the voting control and 
wished to sell 2 per cent., they would have to obtain 
permission. ° ¥ 
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(3) Is that the case even though the profits of the non- 
resident subsidiary are not deemed to be United Kingdom 
profits? 

Mr. Bower: Yes. They are two entirely separate con- 
siderations. The control and management of the trade 
comes under the first heading and the disposal of the 
control of an overseas subsidiary arises on the issue of 
capital or the sale of any of the shares. They are two 
completely different kinds of control. 

(4) What is the position if the country where the non- 
resident company is operating makes it a law that the 
company must either liquidate or become a resident 
company for their tax purposes? 

_ Mr. Bower: You still have to apply for permission, but I 
do not know what the Treasury could do about it. 


(5) What is the position where a company goes into 
liquidation? I am assuming the case of a small company 
where all the shareholders know one another and agree to 
go into liquidation, but on a gentleman’s agreement that. 
once they receive their money back they shall all, as 
individuals, put it into a company resident abroad. 

Mr. Bower: I am glad you have asked the question, 
because I do not know how to answer it. There is a very 
peculiar expression used in the Section. In the first part it 
says: 

. . - all transactions which are of the following classes .. . 

shall be unlawful unless carried out with the consent of the 

Treasury, that is to say— 
(a) for a body corporate resident in the United Kingdom to 
cease to be so resident. 


If you now turn to sub-Section (10), which gives the 
definition, you will see that at the end it states: 

and a body corporate shall not be deemed for the purposes of 

this Section to cease to be resident in the United Kingdom by 

reason only that it ceases to exist. 


When I saw that expression in the Bill I wondered what 
on earth it meant. I looked up Hansard to see whether I 
could get any daylight on the matter, and this is what the 
Attorney-General said when he moved the clause: 

It is designed to remove doubt whether a company by going 
into liquidation and being finally wound up and struck off the 


roll of companies, could be said to be ceasing to be resident here. 
It provides that it should not. 


I am afraid I cannot make sense of it. What happens? 
Suppose you and your friends have a company that has a 
business in France and you want to emigrate to France, and 
accordingly decide to liquidate the company. You must 
appoint a liquidator, and the liquidator has to deal with 
the assets of the company. What can he do with them? 
He has to transfer that business to somebody—and there 
they have you. Neither the directors nor the liquidator can 
transfer without permission. The company is still alive and 
the company has to transfer the business. But if you said, 
““T wash my hands of the business and will let it go to the 
dogs,”’ there is no transfer at all. Presumably you could do 
that if you were so minded, but it would not be a very 
prudent thing to do. But if you had some friends in France 
who were in a similar line of business, you could say to them 
over a cup of coffee—or something better—in Paris: “I 
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am going out of this market. I shall not say anything jf 


you follow up my customers and take my trade. But, of 
course, there is a gentleman’s understanding that we shall 
share the proceeds hereafter.” If you let the business dic 
and the company go into liquidation, you have not offended 
the Section. But what the text itself means, I should no 
care to say. 

The Chairman: Would anybody like to ask how the 
proceeds would have been shared in Paris in the future? 
(Laughter.) 


(6) Would the lecturer tell us whether he has had any 
experience in the transfer of part of a business overseas? 
I have in mind a company with a branch overseas, and the 
turnover of this branch, which may be £1 million or more, 
is not really substantial in comparison with the turnover of 
the parent company. Would the fact that the turnover of 
the branch was nevertheless quite large be detrimental? 

Mr. Bower: I have had experience of the transfer of part 
of a business, and it was part of a business where no transfer 
of assets was involved. Take the case of a company dealing 
with proprietary brands, where the business was first 
carried on by exporting from the United Kingdom and 
employing local agents to distribute the brands. As the 
business develops, a local manufacturing organisation is 
set up. The standard procedure is to make the local manu- 
facturer your manufacturing agent, possibly your selling 
agent, in those particular brands. That has the effect of 
replacing an export trade which produces profits for this 
country by a local manufacturing business. If you have any 
sense you incorporate a local company to take that profit. 
That is transfer of part of a trade or business. I put it to the 
Treasury that that kind of thing is going on all the time—it 
is the way in which we normally develop. I asked them 
whether we should. have to go to them each time we wanted 
to appoint a manufacturing agent for a particular trade 
mark in a territory abroad. They said: ‘‘ We cannot give 
you a general absolution. We do not anticipate any 
difficulty about it, but we should like you to put ina 
separate application each time you make such an arrange- 
ment.” So evidently they would not oppose a transfer of 
that kind which is in the normal development of the 
trade, but they want to keep their fingers on it to make sure 
they have the oversight. 

Whether a turnover of £1 million is substantial in relation 
to the turnover of the transferring company is all a question 
of degree. If there were no overwhelming reason against it, 
I should apply for permission, just to obtain security. I find 
that these applications normally take about a month, and 
if you put in a special request for urgent treatment you may 
get it within two or three weeks. If you are running your 
own business and like to take the risk of not applying ts 
all very well, but if you are professional adviser to a company 
and the directors are faced with the possibility of two years 
as one of His Majesty’s guests, it is not quite fair to ru 
risks on their behalf. I should ask for permission straight 
away so that they could act with confidence. 

(7) Mr. Bower stated that the power must be legal 
power; de facto power does not enter into the question. 
Suppose the parent company holds some blank transfers 
against shares, and the principal company is not shown 4 
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,shareholder. Would that be regarded as legal power or 
& facto power? 

Mr. Bower: I would include it in legal power. A blank 
transfer gives you power over the man who is the registered 
suareholder, and he must comply with your wishes, and he 
xis legally. It is the placing of the voting power in the 
tands of the company that matters. They have the 
peneficial interest in the shares, because the beneficial 
interest gives them the power to control the man who has 
the vote. . 

(8) I should like to offer a little information on Para- 
gaph 32 of the Treasury instructions. I understand that 
the Inspector is asked by the Treasury to give an estimate of 
what would have been the alteration in the amount of 
income tax and Profits Tax payable over the past three 
years if such a change had taken place three years ago. That 
ives some line on the basis on which they are working, and 
on which they decide what the estimated loss would be. It 
is based on the past three years. 

(9) If the non-resident company pay quite a lot of 
dividends to the company after transfer, there is very little 
loss of revenue. Surely the presumption is that they will? 
Indeed, at some time they must. 

Mr. Bower: The Treasury presume that they will not. 
That is why they have passed the Section. If you incor- 
porate a subsidiary company abroad and it is carrying on 
business abroad and declares no dividend, there is nothing 
tocome home to tax. You pile up the profits abroad, and 
when the company is ready to burst, you wind it up and 
form “ X-Y-Z Company (1951), Ltd.”, and start all over 
again. All your profits then come home as capital, having 
borne only foreign tax. At any rate, that is what the 
Treasury imagines happens in the minds of wicked business 
men. I agree that in reality it does not happen. 

Mr. A. Stuart Allen proposed a vote of thanks to Mr. 
Bower, whose ability to analyse and to propound the effect 
of new legislation always commanded his admiration. Mr. 
Allen recalled that some years ago, when he and Mr. Bower 
were both on a delegation to the then Chancellor of the 
Exchequer in the early days of the Excess Profits Tax, they 
ventured to issue a warning that the cost of control and 
administration in this country of overseas enterprises was 
being made so high in terms of taxation that as soon as 
freedom to emigrate was reinstated a great efflux of such 
companies would take place. That efflux had occurred to 
quite a considerable extent. What they were now seeing 
was an attempt to impose a boundary and to prevent any 
further emigration. The boundary was high. ° 
_ But there was another aspect to all such efforts at restric- 
tion: the deterrent influence that they must have on 
concerns which might otherwise think of coming here. 
The amount of revenue which might be lost in a particular 
instance could be estimated by reference to past experience. 
But it was impossible to find out how much desirable 
enterprise this country had lost simply by keeping out 
concerns which might otherwise, for purposes of commer- 
cial convenience, have elected to establish their control and 
management here. That was an extremely serious matter, 
not only in the loss of profits which might in part come back 
here in the form of dividends but also because of the 


ancillary aspects of the siting of control in a particular place. 
That was even more important in this country because of 
the part we played in finance, insurance, shipping, and so 
on. 

In the case of companies administering and developing 
wasting assets overseas, the imposition of high taxation 
could always render such an enterprise, which was economic 
at a previously lower rate of taxation, wholly uneconomic. 
That had occurred in the case of certain mining companies. 
Moreover, this type of legislation provoked nationalistic 
tendencies in the countries in which the industry was 
situated. 


Appendix I 


NOTES BY MR. FRANK BOWER ON SECTION 36, 
FINANCE ACT, 1951 


GENERAL PURPOSE 


The objects of the section are generally described in the 
Press Release issued by the Treasury on August 2, 1951, 
the day after the section came into force. They were twofold: 

The first was to control the emigration of businesses, if 
one may use that term to signify the cessation of residence 
in the United Kingdom, and the transfer of the whole or 
part of a business outside the United Kingdom. The tax 
advantage of such emigration is that it avoids paying 
United Kingdom tax (less foreign tax credit) on the 
undistributed or non-remitted profits of that business. 

The second was to control the creation or transfer of 
share or loan capital of an overseas subsidiary company so 
as to stop the profits of such subsidiaries from being 
released to the United Kingdom company in a capital 
non-taxable form. 

The Treasury has given general and unconditional per- 
mission for the emigration of companies formed after 
August I, 1951, to carry on a new business if more than 50 per- 
cent. of all classes of shares in the company is owned by non- 
residents. This was intended to avoid deterring Americans 
and others from coming into the country but no such 
freedom is available to foreign companies which previously 
managed their overseas business from the United Kingdom. 

The Treasury has also given general and unconditional 
permission under the second subject for an overseas sub- 
sidiary company to issue share capital (but not debentures) 
other than redeemable preference shares against cash 
subscriptions or to purchase a business. The issue of the 
capital can be to the parent company or to third parties 
but in the latter event the issue sHould not result in the 
parent company losing control of the subsidiary. Moreover 
the United Kingdom parent company may transfer shares 
in an overseas subsidiary company to another United 
Kingdom company so long as it does not lose control of the 
subsidiary. 

The section itself excludes from the transfer of part of a 
business a transfer of assets to a person outside the United 
Kingdom which does not result in a substantial change in 
the extent or character of the business of the United 
Kingdom company. 

It also permits the issue of debentures by the overseas 
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subsidiary as security for a loan to the overseas subsidiary 
by a bank or an insurance business. 

All other emigrations of businesses and all other creations 
and transfers of rights to shares or loans of overseas sub- 
sidiary companies must be the subject of individual 
applications to the Treasury for permission. 

It may be useful to examine more closely exactly how far 
this control goes because it does not cover the whole field, 
_ but the penalties provided for transgressing the limits are 
so drastic that extreme care is essential in advising business 
executives. 

It will be clearer to examine separately the two subjects 
of the section, first the emigration of businesses and then the 
creation or transfer of shares in subsidiaries. 


EMIGRATION OF UNITED KINGDOM BUSINESSES 

The first comment is that the section is aimed only at 
businesses which are conducted by a corporate body. 
Businesses conducted by individuals or partnerships are 
outside the section. There is no definition of a body cor- 
porate in the section. It would be necessary to examine the 
legal form of the association concerned and to determine 
whether the association had an entity distinct from its 
members. For instance, a co-operative society would be 
a corporate body: trustees would not. Certain continental 
forms of association which lie between the English unlimited 
partnerships and the English company require scrutiny. 
The French société anonyme and a société 4 responsabilité 
limitée are clearly corporate bodies. The société en nom 
collectif is a corporate body, but the association en 
participation is not. 

The second point to note is that the residence of a com- 
pany is defined by reference to the place where its business 
is managed and controlled. The section does not define the 
situation of the business, but only of the corporate body. 
Perhaps it was obvious that the only types of businesses in 
question are businesses which are operating overseas. There 
is no point in transferring overseas the management and 
control of a business which consists in manufacturing or 
buying in the United Kingdom goods which are sold in the 
United Kingdom. The liability to tax of such a business 
would remain undiminished even if the management and 
control were removed from the United Kingdom. 

A corporate body can be resident in more than one 
country. A United Kingdom company can be resident in 
the United Kingdom without having a business at all. A 
United Kingdom company can be resident in the United 
Kingdom and own a business which before the enactment 
of the section was already managed and controlled abroad. 
The section does not touch them. 

A foreign company can be resident in the United King- 
dom with a business in the United Kingdom or abroad. It 
is outside the section unless before the Act its business was 
managed and controlled in the United Kingdom. 

Only for the purpose of this section—and for no other 
purpose—a company is deemed to be resident if it has a 
business and that business is managed and controlled in 
the United Kingdom. Both the United Kingdom company 
and the foreign company which are deemed to be so resident 
must ask for permission after August 1, 1951, to transfer 
abroad the management and control of its overseas business. 


By the words of the section they should also ask for per- 
mission to transfer the management and control of a bys. 
ness which is carried on wholly within the United Kingdom 
—which is rather superfluous. 

The third point concerns the transfer by a resident com. 
pany of its overseas business—or home business for that 
matter—to a non-resident person, whether that nop. 
resident person is a third party or an overseas subsidiary 
company. To transfer a business to an overseas subsidiary 
company is a change of form whilst retaining ownership 
which may bring tax advantages as well as commercial 
advantages, and it is understandable that such transfer 
should be examined. But a transfer to a third party for full 
consideration is quite a different matter. Any refusal of 
permission in such a case can only be based on exchange 
control motives and not on the prevention of tax avoidance. 


The aspect which is not clear is the transfer of part of a 
business. It is unlawful to transfer part of a business to a 
non-resident person without permission. The veto is partly 
lifted by sub-Section 9, which excludes from the phrase 
“part of a business” “a mere transfer of assets... not 
resulting in a substantial change in the character or extent 
of the trade or business ” of the transferor company. 

“ Substantial ” is a relative term. The change must be 
big in comparison with the trade of the transferor company 
and not simply big by itself. For instance, a turnover of 
£10,000 may be big in relation to a company whose total 
turnover is £20,000, but it would be small in relation toa 
company whose turnover is £1 million. 

In the case of a group of inter-connected companies it is 
not clear whether the part to be transferred is to be com- 
pared with the total trade of the group or the trade of that 
one member of the group who is making the transfer. For 
instance, a wholly owned group of United Kingdom com- 
panies with a total turnover of £1 million may include one 
United Kingdom subsidiary whose sole business is a branch 
in, say, Argentina, with a turnover of £10,000. If the 
group wished to incorporate an Argentine subsidiary com- 
pany to conduct that trade it could do it in either of two 
ways. The Argentine subsidiary having been formed, the 
United Kingdom subsidiary could transfer to it the Argen- 
tine branch business. Since this is the entire business of 
the United Kingdom subsidiary the transfer would be sub- 
stantial in relation to the character and extent of its busi- 
ness, and permission must be obtained. If, on the other 
hand, the United Kingdom subsidiary first transferred the 
Argentine business to another United Kingdom company 
whose turnover was £500,000, no permission is needed for 
that transfer because the transferee is a resident person. 
Then the second United Kingdom subsidiary could transfer 
the Argentine business to the Argentine subsidiary and 
since the relative turnover of the Argentine branch to the 


_ total turnover of the transferor company would be £10,000 


to £500,000, there would not be a substantial change. 
sub-Section g could be said to remove the need to ask for 
permission, but since sub-Section 1 covers all transactions 
which have the result of transferring any part of a business, 
it is doubtful whether sub-Section g would protect the 
directors if they acted without permission. In any event 
the first transfer added to the second transfer would be 
associated transactions which resulted in an unlawful act. 
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Again, it is possible to transfer part of a trade or business 


T Per- @ \ithout transferring assets, and in such a case subsection 9 
+ busi does not apply. For instance, if a trade consisted in the 
'gdom HH port from the United Kingdom of branded goods and 

their sale through agents in a particular territory, the 
Com- Hf tinted Kingdom company could enter into a contract with 
r that HM. iocal business in that territory for the manufacture and 
non Mf ole of his branded goods. The agreement for local manu- 
idiary HH «ture and sale would be a transfer of part of a business 
diary which did not involve the transfer of assets. Sub-Section g is 
ship not relevant even if the export to that territory were very 
_ small in relation to the total export trade. Permission must 

ers 


be obtained. : 

It would be imprudent to place too much reliance on 
sub-Section g. Nor can any reliance be placed on assurances 
given in Parliament that the powers granted by the section 
would be used reasonably. The transfer of an overseas 
branch to a local subsidiary is the normal way to develop 
an overseas activity. The sale of an overseas branch to a 
third party may be the only alternative to being driven out 
by local competition which is not handicapped by United 


‘not # Kingdom taxes. The naturalness or the inevitability 

tent 7 of the transfer should not be allowed to obscure the fact 
that permission of the Treasury to make it must be 

tbe applied for. 

any A final point on which comment is relevant is the date on 

which the section commences to control the transfer of 


management and control of a company’s business. That 
date is August 1, 1951, the date on which the Finance Act, 
1951, became law. If the transfer had been effected before 


itis J then the section does not apply to the company, because at 
of the moment the Act came in the company does not answer 
t 


the definition of a resident company. 

Since there may be a dispute on the situation of manage- 
ment and control at that moment as a question of fact, the 
proviso to subsection 7 says that if it has been established for 
any year of assessment that the body corporate was resident, 
or ordinarily resident, in the United Kingdom, it will be 
presumed to have continued to be resident, except so far as 
the contrary is proved. The words “ ordinarily resident ” 
have not been defined in relation to a corporate body or in 
relation to this section and seem to be superfluous. The 
proviso means that if the Revenue had already admitted 


Kingdom it will exclude the company. But if the company 
had been charged under Case I of Schedule D, or to Profits 
Tax on the profits of the trade, the onus of proof of a change 
between the date of that assessment and August 1, 1951, 
lies on the company. 


OVERSEAS SUBSIDIARY COMPANIES 
The second broad objective of the section is to stop the 
profits of overseas subsidiary companies from being released 
to the parent company in a non-taxable form. To do this it 
sets up two obstacles. The first is to make it unlawful for 
the parent company to cause or permit the overseas sub- 
sidiary to create or issue any shares or debentures without 
permission. The section permits the overseas subsidiary to 
Sive security for a loan from a bank or insurance business 
and the Treasury have given general permission to issue 
shares for the acquisition of a business or for cash subscrip- 
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that management and control was outside the United | 


tion so long as they are not redeemable preference shares 
and they do not result in the parent losing control. 

The second obstacle is to make it unlawful for the parent 
company to transfer any shares or debentures of an overseas 
company to any person except qualification shares to 
directors. The Treasury has given general permission for 
the transfer of such shares (but not debentures) to another 
United Kingdom resident company provided that the 
parent company does not thereby lose control of the overseas 
subsidiary. 

The kind of possible transaction at which the section is 
aimed is the accumulation of profits by the subsidiary 
beyond its business needs, the issue of bonus shares or 
debentures out of those profits, and the subsequent repay- 
ment of the shares or debentures to the parent company as 
a return of capital. Alternatively the parent company may 
sell some or all of the shares at a price which reflects the 
accumulated profits. If the sale is to a third party and the 
third party is a non-resident person that is a once-for-all 
profit. If the sale is to another overseas subsidiary the 
process of accumulating profits and capitalising them can be 
repeated in the second overseas subsidiary. If the sale is to 
another United Kingdom company there is nothing in that 
for the Revenue to regret unless the second United King- 
dom company itself continues the same procedure to pre- 
vent the accumulated profits coming to it as dividends. 

In real life these things happen rarely—certainly not 
enough to warrant panic legislation of this type. But even 
if they existed and even if there were a serious loss of 
revenue—which there certainly is not—the instrument for 
handling them is clumsy. It is interesting to observe what 
the section covers and what it misses. 


CONTROLLED COMPANIES 
The first point to note is the definition of a “‘ body cor- 
porate not so resident (in the United Kingdom) over which 
it (i.e. the parent company) has control ”. 

Control means the power of the parent company to 
secure that the affairs of the non-resident company are 
conducted in accordance with its wishes, either by owning 
shares or by possessing voting power in the company or by 
powers given by the Articles of Association or other docu- 
ment regulating the non-resident company or any other 
company. 

The power must be legal power. De facto power which 
does not arise from formal authority is not included. The 
possession of exactly half the shares where the voting power 
is one vote per share does not give the power to secure 
obedience because in theory the other half could attend and 
veto the wishes of the first half, although in fact they 
never do. 

The section does not cover an agreement with other 
shareholders to vote in a certain way. 

The power must be vested in the United Kingdom 
resident company itself. It would not be sufficient to bring 
the company within the section if it held one-third of the 
shares in the non-resident company and the directors of the 
United Kingdom company held one-third or even two- 
thirds in their own right. 

The outlawing of transfer of shares without consent 
deters a company which is within the section by reason of 
23 
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its majority holding from parting with its shares. But this 
would not prevent the non-resident company from altering 
its articles of association so as to take away the voting 
control of the majority shareholders and vesting it in the 
minority non-resident shareholders without any transfer of 


shares. Then if the non-resident company issued shares or ~ 


- debentures under its new voting powers, it would be diffi- 
cult to say that the United Kingdom company had caused 
or permitted the issue even though it received the greater 
part. But the second step could not happen without the 
first, and the United Kingdom company would have done 


-an act which resulted in an increase of capital and would © 


be liable. 

The control does not stop at the first non-resident com- 
pany in which the United Kingdom company holds the 
shares. It covers subsidiaries of that subsidiary. 

It would seem that the “ other document regulating the ” 
non-resident company, which is referred to in addition to 
the articles of association, would mean the equivalent of 
the articles of association under the company law of that 
country, such as the “ byelaws ” of a U.S.A. company or 
the “ statuts” of a French company. It would not include 
an agreement for the management of the business of 
another company such as is common with “ managing 
agency companies” in the Indian sub-continent. 


CREATION OF SHARE OR LOAN CAPITAL 

If the non-resident company comes within the definition 
of a controlled company, the United Kingdom company 
may not cause or permit it to create or issue any shares or 
debentures save debentures for security for a loan from a 
bank or insurance company, and irredeemable shares for 
cash or kind in such manner that it does not lose the status 
of a controlled company. 

It should be noted that if the issue is for more than 
£50,000 to the United Kingdom company and is payable in 
cash or kind, the Control of Borrowing Act already obliges 

. the overseas company to ask consent of the British Treasury 
because it is technically raising capital in the United 
Kingdom. The two applications can be combined accord- 
ing to the Treasury instructions to applicants. 

The procedure of remitting the profits of an overseas 
subsidiary to the parent company in a capital form involves 
two steps, namely, the creation of capital out of profits and 
then the reduction of the capital or payment of the deben- 
tures. Only the first is subject to control, and this is the step 
which has no effect on taxation. The second which vests 

_the profits in the parent company is left open. This means 
that existing capitals can be reduced and existing loan 
capital can be repaid without asking permission. The 
business can go on as before with reduced capital but, of 
course, it cannot repeat the process. Similarly a company 
can be liquidated and the business carried on as a branch 
of the parent company. But it is not possible to create a new 
non-resident subsidiary company without consent. 

In the case of an expanding business where the parent 
company can afford to let the subsidiary plough back its 
profits, there is nothing in the section to compel the profits 
to be declared as dividends. It merely obliges the parent 
company to ask permission to capitalise those profits if it 

‘wishes to bring the issued capital into better relation with 
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the capital employed in the business. If consent should he 
refused for any reason the parent company could merely 
request the overseas subsidiary to carry the profits forward 
in profit and loss account. There is nothing in the refusa| 
to create a greater tax liability. 

In fact an overseas subsidiary could accumulate profit 
beyond the requirements of its own business and, provided 
there are no exchange regulations to prevent it, can place 
the cash on deposit with the parent company, in which cay 
the parent company has the use of the cash and is only 
embarrassed in not being able to use those profits for the 
purpose of declaring its own dividends. 

A subsidiary cannot be suspected of improperly withhold. 
ing profits from distribution unless it has liquid resources 
in excess of its business requirements. In that case those 
parent companies which kept the issued loan and share 
capital of overseas companies lower than the amount of 
capital actually employed, either for exchange reasons, or 
shortage of cash, either by debt on current account or by 
bank loans, are in a better initial position than companies 
which provided the subsidiaries with adequate capital, 
The subsidiaries can utilise their current profits to repay the 
indebtedness before the section can commence to embarrass 
the parent company or the financial position of the sub- 
sidiary can be criticised for distributing too little. 

This emphasis on the creation of share and loan capital 
and the omission to mention the repayment of it may have 
been necessitated by the nature of the difficult problem 
which the draftsmen had to solve. It is leading to a very 
curious position which may lead to litigation in the future. 
Any consent given by the Treasury may be absolute or 
conditional. Applications for consent to an increase of 
capital by a non-resident subsidiary have received consent 
** subject to the condition that no repayment of capital will 
follow whether directly or by means of associated trans- 
actions otherwise than on.a permanent discontinuance of 
the company’s business (due to factors not within the con- 
trol of the principal company) necessitating its liquidation”. 

Assume that in ten years’ time the scope of the business 
shrinks from natural causes and its issued capital is obvi- 
ously too large for its requirements on any reasonable 
estimate of its prospects. If it reduces its capital to the 
amount it can usefully use, the condition of the consent is 
broken. The parent company becomes guilty of an offence 

‘not on the increase of capital (which was permitted) but on 
the reduction of capital which was vetoed as a condition of 
the permit. It cannot purge its offence by paying tax on the 
reduction of capital because the taxing Acts do not authorise 
a tax on it. All the parent company can do is to ask for 
permission to reduce the capital of the subsidiary before it 
does it. The Treasury by a side wind have secured a 
power over a reduction of capital which is not among the 
specified classes of prohibited transactions. But what good 
does it do them? They can refuse the reduction and per- 
petuate a bad financial position in the subsidiary, or con- 
sent, in which case their power has achieved nothing but 
being a nuisance. 
_ The section can affect future increases of share and loan 
capital of the overseas subsidiary but it cannot induce the 
declaration of taxable dividends to the parent company. It 
.needs the additional powers of exchange controls to do that. 
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there were no controls on the movements of cash derived 
gom other statutes, the section would only embarrass the 

t company which did not wish to pay United Kingdom 
ux by virtue of the inability of the parent company to use 
ihe profits of the subsidiary for the purpose of its own 


Profits MH idends. It could have the cash which those profits repre- 
vided HM nt to use elsewhere in the group. Inter-company indebted- 
— sess cancels out on consolidation. The group reserves of 
1D Case 


profit could be retained in the overseas subsidiaries. 

But exchange controls in various countries prevent the 
rmittance of cash on loan or on deposit. Remittance is 
oily permitted in payment for goods or services or in pay- 
nent of dividends. If the parent company needs the cash 
ofits of the overseas subsidiary it may ultimately have to 
uke them in the form of dividends which are taxable. Of 
course, it may also be spurred to do this by the existence 
of a special tax on undistributed profits in the foreign 


country. 


TRANSFERS OF SHARES IN SUBSIDIARY COMPANIES 
The object of sifting the transfer of shares in overseas 
sibsidiaries can be twofold. 

It prevents splitting a shareholding so as to take the over- 
seas company out of the category of controlled companies. 
Ifan overseas company belonged in equal thirds to three 
independent United Kingdom companies it would not be a 
controlled subsidiary of any one of them. In such a transfer, 
however, the parent company would really be parting with 
its property and even if it did so at a profit which it could 
we for dividend purposes it could only do it once. Also, it 
would have to arrange with the buyers to capitalise the 
accumulated profits of the overseas company or else all 
three would be receiving taxable dividends even though 
the buyers had to apply those dividends to reduce the 
purchase price of the shares. 

Similarly, if the sale were to non-resident companies or 
individuals the profit can only be taken once. 

If the shares in one overseas subsidiary are sold to 
another overseas subsidiary, the subsidiary continues to be 
acontrolled company, but if the sale is at a profit equal to 
the accumulated profits of the first subsidiary the parent 
company would be cashing in on those accumulated profits 
without parting with the first subsidiary. The second sub- 
sidiary would become indebted to the parent company for 
the purchase of the shares and could use its current profits 
and dividends received to repay the debt and in the 
meantime declare no dividends. The consolidated group 
profit is unaffected during this period. The accumulated 
profit of the second subsidiary can likewise be liberated to 
the parent company by a sale of the shares in the second 
subsidiary to still a third subsidiary. . 

Theoretically all this is possible but in fact it does not 
happen with active trading companies because they have 
other considerations than tax to bear in mind and the 
price of manceuvring is not worth while. 


OPERATION OF THE SECTION 
The main burden of work in operating the section lies 
on the Inland Revenue who have to report to the Treasury 
on every application for consent. Surveyors are authorised 
to disclose information regarding the affairs of taxpayers 


to persons who act in execution of the Income Tax Act, 
and the Treasury has been instructed to operate Section 36. 

No statistics are available nor can they be obtained 
otherwise than by questions in Parliament to show how 
many applications are being made for consents under the - 
section, how many are granted, how many refused, and 
how many are awaiting attention. 

In the experience of one taxpayer eight applications have 
been made, and eight consents have been given. The 
normal time for a reply is five to six weeks. The oldest 
was three months, because it was an involved operation 
under French Colonial law. 


WAS THE SECTION JUSTIFIED ? 

We shall never know the true motives which lay behind 
the introduction of this section. It is highly unpopular with 
the businesses which operate overseas either directly or 
through subsidiary companies. It was strongly opposed in 
Parliament and was forced through by the Government 
majority. No evidence was tendered of actual loss of 
revenue. There was merely some tendacious talk about 
avoidance and the need to stop it. 

The fact is that the Government is in a difficult moral 
and technical position in defending an inequitable claim 
and has resorted to a very questionable type of legislation 


to enforce its view. 


The section hits only certain types of corporate bodies 
and not all taxpayers. It proceeds by making unlawful 
four classes of transactions, which it labels as leading to 
avoidance of tax, and then instructs the Treasury to permit 
or refuse permission to do them in its uncontrolled discre- 
tion. The advisory panel has no powers. It can only 
advise the Chancellor but he can reject the advice without 
being called to account. It imposes disproportionate 
penalties in order to frighten people into not looking too 
closely for gaps in the section. It labels directors as being 
presumed to be party to the unlawful transaction unless 
they prove that it was done without their consent and, 
worse still, if a series of transactions did or would amount to 
something forbidden, any act a director took in that con- 
nection was to his knowledge an unlawful act. As a method 
of legislation it is a blot on the Statute Book. 

Broadly speaking, all the profits at which the section is 
aimed have paid taxes abroad in the country where they 
are earned. The only exceptions are profits from the opera- 
tion of shipping and aircraft which are by international 
convention taxed in the country where management and 
control is situated. If that is transferred abroad, the tax 
goes with it. 

There is practically no country of any significance which 
does not levy a tax on profits. The United Kingdom claims 
also to tax those same profits when they accrue to its 
residents. But it is committed to the removal of double 
taxation and it has actively pursued a policy of making 
agreements to that end and, where it does, it is committed 
to reducing its tax by a foreign tax credit equal to the lower 
of the foreign tax or the United Kingdom tax. Where it 
has not succeeded in making agreements, the United 
Kingdom gives unilateral relief for overseas taxes on the 
income. This relief is limited to three-quarters of the 
United Kingdom rate in the case of income from Common- 
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wealth countries not covered by treaty (which are very 
few) and half the United Kingdom rate in the case of 
income from foreign countries not covered by treaties. But 
this limitation has nothing to do with the taxpayers nor with 
any difference in the type of income. It is only left as an 
inducement to the other countries who have not yet made 
treaties to hurry up and do so. 

Therefore the United Kingdom claim to a supplement of 
tax is limited to those countries whose rate of tax is lower 
than the United Kingdom rate, and then only to the dif- 
ference between the two. In the case of countries where the 
rate of tax is equal to or higher than the United Kingdom 
rate of tax, there is no claim to United Kingdom tax. 
Therefore all the operations vetoed under Section 36 cannot 
lead to any avoidance of tax in relation to income from those 
countries and the section does not make sense unless it is 
assumed that the United Kingdom intends to evade its 
obligations to give a full foreign tax credit. 

The United Kingdom rate can vary between 52-75 percent. 
and 66-25 per cent. according to the distributions of the 
company profit. A fair average on present day distributions 
is about 58 per cent. There are at least eight countries 
with rates equal to or exceeding this. 

For countries with rates of tax below this a claim for 
supplementary tax could arise but it is a claim only for the 
difference between the local rate of tax and the United 
Kingdom rate of say 58 per cent. Therates forthe principal 
trading countries with rates below the United Kingdom rate 
giveasimple average of 37 per cent., but a weighted average 
which reflected the volume of income from each country 
would be higher. Therefore all that is at stake is a tax of some- 
thing of the order of 21 per cent. on income from countries 
with rates below the United Kingdom rates, on the unlikely 
assumption that none of it was taxed in the United King- 
dom. Seeing that very few of the companies entitled to 
income from these sources try to avoid United Kingdom 
tax on this income, the amount at risk was and is in fact 
trifling in relation to the yield of tax on overseas income, 
let alone in relation to the total tax. 

The section was not justified from any reasonable point 
of view. Perhaps the Royal Commission may give a 
thought to it. Still it is law and we must obey its exact 
words whatever the cost in office time in preparing applica- 
tions to the Treasury. But its scope is not as wide as may 
appear on first reading and it is worth spending some time 
on studying it. The Treasury will apply it literally as is 
shown by their questionnaire for applicants to complete. 
The literal interpretation may also be an embarrassment to 
them. The section is new territory for practising accoun- 
tants and no doubt as experience grows precedents may 
crystallise, if there were some means of making them 
public. Until then accountants can exchange views and 
experiences. 


Appendix II 
Finance Act, 1951, SECTION 36 
Restriction of certain transactions leading to avoidance of income tax or 
profits tax 
(1) Subject to the provisions of this section, all transactions of 
the following classes (being classes of transactions which result or 
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may result, directly or indirectly, in the avoidance of liability to 
income tax or the profits tax) shall be unlawful unless carried oy 
with the consent of the Treasury, that is to say— 

(2) for a body corporate resident in the United Kingdom jy 

cease to be so resident; or 

(6) for the trade or business or any part of the trade or busines 

of a body corporate so resident to be transferred from that 
body corporate to a person not so resident; or 

(c) for a body corporate so resident to cause or permit a body 

corporate not so resident over which it has control to 
create or issue any shares or debentures; or 

(d) except for the purpose of enabling a person to be qualified 

to act as a director, for a body corporate so resident to transfer 
to any person, or cause or permit to be transferred to any 
person, any shares or debentures of a body corporate not sp 
resident over which it has control, being shares or deben. 
tures which it owns or in which it has an interest. 

(2) Nothing in paragraph (c) of subsection (1) of this section 
shall apply to the giving to the bankers of the body corporate not 
resident in the United Kingdom of any security for the payment 
of any sum due or to become due from it to them by reason of any 
transaction entered into with it by them in the ordinary course of 
their business as bankers. 

(3) Nothing in the said paragraph (c) shall apply to the giving 
by the body corporate not resident in the United Kingdom to an 
insurance company of any security for the payment of any sum 
due or to become due from that body corporate to that company 
by reason of any transaction entered into with that body corporate 
by that company in the ordinary course of that company’s busines 
by way of investment of its funds. 


(4) Any consent granted by the Treasury under this section— 

(a) may be given either specially (that is to say, so as to apply 
only to specified transactions of or relating to a specified 
body corporate) or generally (that is to say, so as not only to 
apply as aforesaid); and 

(6) may, if given generally, be revoked by the Treasury; and 

(c) may in any case be absolute or conditional; and 

(d) shall be published in such a way as to give any person 
entitled to the benefit of it an adequate opportunity of 
getting to know of it, unless in the opinion of the Treasury 
publication is not necessary for that purpose. 


(5) Any person who, whether within or outside the United 
Kingdom, does or is a party to the doing of any act which to his 
knowledge amounts to or results in, or forms part of a series of 
acts which together amount to or result in, or will amount to 
or result in, something which is unlawful under subsection (1) 
of this section shall be guilty of an offence under this section, and 
in any proceedings in respect of such an offence against a director 
of the body corporate in question (that is to say, the body cor- 
porate which is or was resident in the United Kingdom) or against 
any person who was purporting to act in that capacity— 

(a) it shall be presumed that he was a party to every act of that 
body corporate unless he proves that it was done without 
his consent or connivance; and 

(6) it shall, unless the contrary is proved, be presumed that any 

‘act which in fact amounted to or resulted in, or formed part 
of a series of acts which together amounted to or resulted in 
or would amount to or result in, something which is unlaw- 
ful under subsection (1) of this section was to his knowledge 
such an act. 


(6) Any person who is guilty of an offence under this section 
shall be liable on conviction on indictment to imprisonment for 
not more than two years or to a fine not exceeding ten thousand 
pounds or to both, and proceedings in respect of such an offence 
alleged to have been committed by a person may be taken before 
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the appropriate court in the United Kingdom having jurisdiction in 
the place where that person is for the time being: 

Provided that where the person in question is the body corporate 
which is or was resident in the United Kingdom, the maximum 
ymount of the fine shall be three times the total income tax and 
profits tax paid or payable by it for the last three years of assess- 
ment and the last three chargeable accounting periods ending 
before the commission of the offence, or ten thousand pounds, 
whichever is the greater. 


(7) A body corporate shall be deemed for the purposes of this 
gction to be resident or not to be resident in the United Kingdom 
according as the central management and control of its trade or 
business is or is not exercised in the United Kingdom: 

Provided that if it is shown that it has been established as 
between the Crown and a body corporate for any income tax or 
profits tax purpose that the body corporate was resident or 
grdinarily resident in the United Kingdom for any year of assess- 
ment or chargeable accounting period, it shall be presumed, 
except so far as the contrary is proved, that that body corporate 
was resident in the United Kingdom for the purposes of this 
section at the beginning of that year of assessment or chargeable 
accounting period and that it continued to be so resident at all 
times thereafter. 


(8) Where the functions of a body corporate consist wholly 
or mainly in the holding of investments or other property, the 
holding of the investments or property shall be deemed for the 
purposes of this section to be a business carried on by the body 


corporate. 

(9) Notwithstanding anything in the preceding provisions of 
this section, in no event shall a mere transfer of assets by a body 
corporate not resulting in a substantial change in the character or 
extent of the trade or business of that body corporate be treated 
for the purpose Of this section as a transfer of part of the trade or 
business thereof. 

(10) In this section— 

“share,” ** debenture ” and “ director’ have, in relation to 
any body corporate, the meanings respectively assigned to 
them by section four hundred and fifty-five of the Companies 
Act, 1948, in relation to a company; 

“control” (except in the expression “‘ central management 
and control ’’) means in relation to a body corporate, the 
power of a person to secure, by means of the holding of shares 
or the possession of voting power in or in relation to that or 
any other body corporate, or by virtue of any powers con- 
ferred by the articles of association or other document 
regulating that or any other body corporate, that the affairs 
of the first-mentioned body corporate are conducted in 
accordance with the wishes of that person; 

“transfer,” in relation to shares or debentures, includes a 
transfer of any beneficial interest therein; 

“insurance company” means a body corporate lawfully 
carrying on business as an insurer, whether in the United 
Kingdom or elsewhere, and “ funds ”’ in relation to an insur- 
ance company means the funds held by it in connection with 
that business, 

and a body corporate shall not be deemed for the purposes of this 
section to cease to be resident in the United Kingdom by reason 
only that it ceases to exist. 

(11) No proceedings for an offence under this section shall be 
instituted, in England or Wales, except by or with the consent of 
the Attorney General or, in Northern Ireland, except by or with 
the consent of the Attorney General for Northern Ireland: 

Provided that this sub-Section shall not prevent the issue or 


execution of a warrant for the arrest of any person in respect of © 


such an offence, or the remanding in custody or on bail of any 
person charged with such an offence. 


Appendix III 


TREASURY INSTRUCTIONS AS TO THE 
INFORMATION TO BE GIVEN ON APPLICATIONS 


SECTION 36, FINANCE ACT, 1951 
For the information of applicants under Section 36, Finance Act, 1951 


Note.—(a) Application should be made in the form of a letter 
which should be headed “ A.P.”’ and should include answers 
to questions 1 to 7, 31.to 34 and those of 8 to 30 which are 
applicable to the proposed transaction; 

(6) The numbers of the questions asked below should be 
quoted in the margin of your letter, but.the answers should be 
so worded that the letter can be read independently of the form. 

(c) The Treasury has announced general consent to the follow- 
ing classes of transactions: 

1. Transactions falling within paragraphs (a2) and (6) of 

sub-Section (1) where:— 

(a) The body corporate resident in the United Kingdom is 
incorporated after the passing of the Act for the purpose 
of carrying on a new trade or business not theretofore 
carried on by any person; and 

(6) More than 50 per cent. of the issued share capital of that 
body corporate in existence at the time of the transactions 
in question, or, if there is then in existence issued share 
capital of the body corporate of more than one class, more 
than 50 per cent. of the issued share capital thereof of each 
class is then, and was when it was issued, in the beneficial 
ownership of persons not ordinarily resident in the United 
Kingdom. 

2. A transaction falling within paragraph (c) of sub-Section (1) 
which consists of the issue, by a body corporate not resident in the 
United Kingdom over which a body corporate resident in the 
United Kingdom has control, of shares for full consideration paid 
in cash to the body corporate issuing the shares or in or towards 
payment for any business, undertaking or property acquired for 
full consideration, unless either:— 

(a) The shares are redeemable preference shares; or 

(6) The shares are issued to, or to trustees for, a body corporate 
not resident in the United Kingdom over which the body 
corporate resident in the United Kingdom has control or 
to, or to trustees for, an individual or individuals who has or 
have control over the last mentioned body corporate; or 

(c) The effect of the transaction is that the last mentioned body 
corporate will no longer have control over the body cor- 

- porate not resident in the United Kingdom. 

3. A transaction falling within paragraph (d) of sub-Section (1) 
which consists of the transfer of shares to a body corporate resident 
in the United Kingdom unless the effect of the transaction is that 
the body corporate resident in the United Kingdom which trans- 
fers the shares or causes or permits the shares to be transferred 
will no longer have control over the body corporate not resident 
in the United Kingdom. 

Unless and until the general consent for these classes of transac- 
tion is revoked, individual applications to the Treasury for 
transactions of the kind covered will not be required. Naturally, 
individual applications will be necessary for transactions which 
are excluded by the exceptions specified in respect of each class. 


INFORMATION REQUIRED 

1. Give the name of the Company. 

2. State the nature of the proposed transaction. 

3. Give reference to the latest previous application (if any) 
under Section 36, Finance Act, 1951, by or on behalf of this 
Company. 

4. State the nature of the business of the Company and the place 
where its main activities are carried on. 
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5. Give the address of the Inspector of Taxes to whom the Com- 
pany makes its Income Tax returns. 

6. Is the applicant Company a public or a private Company? 

Give the proportion of the capital of each class held by residents 
of the United Kingdom and residents abroad respectively. 

7. Give the names and residential addresses of the present 
directors of the Company and of any proposed directors. 


APPLICATIONS UNDER SUBSECTION 1 (a) (TRANSFER OF RESIDENCE) 


8. Give the place in which it is proposed that the Company 
should in future be resident. 

9. Give full details of the steps which it is proposed to take to 
transfer the residence of the Company from the United Kingdom. , 


AppLicATIONS UNDER SUBSECTION 1 (6) (TRANSFER OF A TRADE OR 
BusInEss OR PART OF A TRADE OR Business) 


10. If part only of the Company’s trade is to be transferred give 
full particulars. If separate accounts for that part have been 
prepared please forward copies. If separate accounts of that part 
have not been prepared give an estimate of the turnover and profit 
for the last five years. 

11. Give the name and address of the person (individual or 
Company) to whom the transfer is to be made. If that person is 
not acting on his own behalf, give the name and address of the 
person for whom he is acting. 

12. State the amount of the consideration for the transfer and 
how it is to be satisfied. Is it regarded as full consideration? 

13. Is there any connection direct or indirect between the 
applicant Company and the transferee or any person for whom he 
is acting, whether by means of shareholding or otherwise? 


AppLicaTIONS UNDER SUBSECTION 1 (c) (Issuz oF SHARES OR 
DeBENTuRES BY A Non-REsIDENT ComPAny) 


14. Give the name of the non-resident Company and the nature 
and extent of the control of the applicant Company over the non- 
resident Company (see Section 36 (10), Finance Act, 1951). 

15. State the nature of the business of the non-resident Com- 
pany and the place where its main activities are carried on. 

16. Give the amount and description of the shares or debentures 
to be issued. : 

17. Give name(s) and address(es) of the person(s) to whom the 
shares or debentures are to be issued. Is there any connection 
direct or indirect between such person(s) and either Company 
whether by means of shareholding or otherwise? If so, give full 
details. 

18. If the issue is for cash and is not covered by the general 
consent referred to at Note (c) above give reasons for the proposed 
form of the transaction. 

_ 1g. If the issue is other than for cash and is not covered by the 
general consent referred to in Note (c) give full details of the 
consideration receivable for the shares or debentures. 

20. If the issue represents capitalisation of profits or reserves: 


(a) Give the periods of origin of the profits or reserves and how 
they are utilised; 

(6) Give the amounts of profits and reserves not being capital- 
ised and how they are utilised; 

(c) Show what Balance Sheet alterations will arise from the 
transaction; 

(d) State whether any repayment of capital whether directly or 
by means of associated transactions is in contemplation or 
on presently known facts is possible at a future date. 

21. If the issue is other than to the applicant company what 
proportion of shareholdings of each class would after the trans- 
action be held by the applicant Company? 

22. Copies of the last Balance Sheet and Profit and Loss 
Accounts of the non-resident Company should be forwarded. 


APPLICATIONS UNDER SuBSECTION 1 (d) (TRANSFER OF SHARES og 
DEBENTURES IN A Non-RESIDENT ComPANy) 


23. Give the name of the non-resident Company and the 
nature and extent of the control by the resident Company over the 
non-resident Company (see Section 36 (10), Finance Act, 1951), 

24. Give a description of the business of the non-resident 
Company and say where its main activities are carried on, 

25. If the transfer is for cash state the price to be paid. If the 
price is below the current market value reasons for the difference 
should be given. 

_ 26. If the transfer is not for cash give full particulars of the 
consideration. 

27. Give name(s) and address(es) of the person(s) to whom the 
shares or debentures are to be transferred. Is there any connection 
direct or indirect between such person(s) and either Company 
whether by means of shareholding or otherwise? If so, give full 
details. 

28. Is the transfer regarded as one for full consideration? 

29. What proportion of the shareholdings of each class of the 
non-resident Company would after the transaction be held by the 
applicant Company? 

30. Copies of the last Balance Sheet and Profit and Loss 
Accounts of the non-resident Company should be forwarded, 


For Att CLasses oF TRANSACTION 


31. Give fully the reasons for the proposed transaction. (Atten- 
tion is drawn to the terms of reference of the Advisory Committee 
which are as follows:— 


** They will take into account the significance of any new 
factors or circumstances which are represented to require the 
proposed change, and any compelling reasons for such appli- 
cations based on the efficiency and development of the 
applicant’s operations. The Committee will weigh against 
considerations of this kind the prospective loss of revenue or of 
foreign exchange to this country which the transaction, if 
permitted, would entail; and they will inform the Chancellor 
whether, on a balance of considerations, it would, in their 
opinion, be in the national interest that permission should be 
granted.’’) 

32. What reduction (or increase) will follow from the proposed 


- transaction in the amounts of Income Tax and Profits Tax payable 


(estimated if necessary) as compared with a continuation of the 
existing arrangements? 

33- Furnish any additional information which you think should 
be brought to the notice of the Treasury. 

34. Acopy of the last Balance Sheet and Profit and Loss Account 
of the Company should be forwarded. Application should be 
made to:— . 

The Secretary, 
H.M. Treasury (A.P.), 
Great George Street, 
S.W.1 


‘and must include an authority for the Commissioners of Inland 


Revenue to disclose to the Advisory Committee particulars of the 
Company’s Income Tax affairs should this be necessary. Three 
copies of the application should be furnished. 

If the application requires, or is connected with any other 
transactions which require, the consent of the Treasury under the 
Capital Issues Control a single application will suffice, in which 
case it should cover the questions required to be answered for 


both purposes. 


Similarly, if any other transactions are involved which requife 
Treasury consent under Section 36, Finance Act, 1951, only ont 
application need be made. 
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Taxation Notes 


Profits Tax 


A POINT SOMETIMES OVERLOOKED IS 
this. Although, where the profits arising 
in any chargeable accounting period 
(including franked investment income) 
do not exceed £2,000 per annum, the 
profits are to be deemed to be nil, there 
isa proviso that in any case where the 
Acts provide for the computation of 

fis ‘“‘ without abatement,” the 
profits are to be computed as if the 
aforementioned provision had not been 
passed, i.e. as if the profits had been 
abated by their full amount. This 
means that in calculating the net 
relevant distributions to proprietors the 


profits are not regarded as nil. 
Illustration (1): Profits £1,200; Franked 
Investment Income (F.I.I.), £700; Gross 
Relevant Distribution (G.R.D.), £1,900 
or less. 
There will be no distribution charge. 
Illustration (2): Profits and F.I.I. as 
above; G.R.D. £2,500. The excess of 
the G.R.D. over profits and F.I.I. is 
subject to a distribution charge if there 
has been prior non-distribution relief. 
It is important to bear in mind that 


an isolated transaction involving a 
purchase and re-sale it is either an 
adventure in the nature of trade, or else 
simply a case of sale and re-sale of 
property, which is a capital transaction 
and not assessable. If a purchase is 
made for no purpose except that of re- 
sale at a profit, the deal may be in the 
nature of trade, though wholly insuffici- 
ent to constitute by itself a trade, e.g. 
a series of retail purchases followed by 
one bulk sale, or a single bulk purchase 
followed by a series of retail sales, may 
well constitute a trade. In the dissolu- 
tion of a partnership, trade may 
continue after the dissolution date 
where assets are being realised and 
contracts fulfilled, though no new 
contracts are being made. Mere 
realisation of stock after the sale of a 
business without the stock is not in 
itself trading, but is the realisation of a 
capital asset. Trading very often does 
continue in such a case, however, as it 


Principal Value 


of Estate Rate % 


General Scale 


is the best way of realising the asset. 

Mutual trading (i.e. where the 
persons carrying on the trade are the 
same persons as the customers) does not 
give rise to profits or losses for tax 
purposes, unless brought in by special 
enactment as in the case of Co-opera- 
tive Societies. 

Even if it is illegal to carry on a 
particular trade, that trade’ comes 
within Schedule D, Case I, and the 
profits are assessable. 


Estate Duty on Agricultural Value 
It is not perhaps generally realised that 
the rebate of Estate Duty on the agricul- 
tural value of land is a reduction not 
of the amount of duty but of the scale 
of rates. The result is that there is, by 
implication, an “‘ agricultural scale ” 
of rates. In the event of marginal relief 
applying, the margins will therefore 
differ from those on the ordinary scale. 

The agricultural scale does not apply 


‘ to timber growing on the land; when 


this is sold, the general scale applies. 
The following are specimen points 
on the scales: 


Agricultural Scale 
Rate %, . Margin 
‘a % 


the “ profits arising ” in the chargeable 
accounting period are the adjusted 
profits of that period less any losses 
brought forward. 


2,011 I 3 
10,113 15 1 
30,559 12 10 
77:740 17 4 
103,793 ea 
522,357 14 6 
1,049,107 2 11 


£2,000-£3,000 I 
£10,000-£ 12,500 6 
£30,000-£35,000 21 
£75,000-£ 100,000 45 
£100,000-£ 150,000 50 
£500,000-£750,000 70 
Over £1,000,000 80 


Illustration: Estate £102,000, including agricultural value £34,000. 
Duty on general scale on £102,000: 
45 per cent. on £100,000 __.... 


2,020 
10,212 
31,139 
81,818 

110,000 


583,333 
1,250,000 


Carrying on a Trade 

Whether or not a trade (a term 
including every trade, manufacture, 
adventure or concern in the nature of 
trade) is being carried on is primarily 
a question of fact, though as usual the 
Courts can be called upon to determine 
whether there was evidence to justify 
the decision of Appeal Commissioners. 
While a partnership is the relation 
which subsists between persons carrying 
on business in common with a view of 
Profit, it cannot be maintained in any 
business, whether it is owned by a 
Partnership, a company or an indivi- 
dual, that the intention of making 
Profit is essential to a trade, though it — 
s usual. Where a person habitually 
and as a matter of contract supplies 
money’s worth for full money payment, 
he “trades” within the meaning of 

Income Tax Acts. In the case of - 


& 88 TRS ae earrys 


= £45,000 
sae 2,000 


5 


£47,000 


68,000 
Proportion applicable to non-agricultural value 


102,000 
Duty on agricultural scale on £102,000: 
24°75 per cent. on £100,000 ... , 


x £47,000 = £31,333 6 8 


= £24,750 
= 2,000 


£26,750 


34,000 


x £26,750 = £8,916 13 4 


Proportion applicable to agricultural value:, 


102,000 


: Total duty — £40,250 0 oO 
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Profits Tax—Repaid Loans 


It is common to say that loans to 
directors of a director-controlled com- 
pany count as gross relevant distribu- 
tions. That is not necessarily so; the 
Act refers to distributions to the 
members of the company. If, therefore, 
the director is not a member, the loan 
to him (though a “ distribution ’’) is 
not a gross relevant distribution and 
will not affect the rate or amount of the 
Profits Tax payable on the profits. 
Moreover, it is not only loans to 
directors that have to be considered, 
but all loans to members. 

Similarly, disallowed directors’ re- 
muneration is a gross relevant distribu- 
tion only where the director is a 
member. 

The question has been asked whether 
the “ first-in, first-out”? method must 
be applied where loans are repaid in 
part. Which loan is being repaid must 
be a question of fact: in the absence of 
any “‘ earmarking” of a payment, on 
general principles the oldest loan 
would usually be regarded as repaid 
first. It is up to the parties to be more 
explicit! 


The Royal Commission on 
Taxation—(1) Chairmanship 


At the public. sittings at Incorporated 
Accountants’ Hall on November 22 and 
23, 1951, Mr. J. Millard Tucker, k.c., 
announced that the appointment of 
Lord Cohen as a Lord of Appeal in 
Ordinary meant that his lordship had 
to relinquish the chairmanship of the 
Commission. Pending the appointment 
of a new chairman, Mr. Tucker was 
asked by his colleagues to take the 
chair. 
—(2) Stocks 

Sir William Coates, for the British 


Bankers’ Association—whose memoran- 
dum to the Commission we commented 


upon in our issue of September, 1951 


(pages 325-26)—agreed that at the 
stage where a person turned money in 
his possession into stock, no loss was 
incurred, merely a change of assets. 
When the stocks were sold they in turn 
would fetch an equally inflated price, 
but profit was overstated because (1) 
a manufacturer sold a service or an 
added value that he had put into the 
stocks as well as (2) a raw material or 
‘stocks purchased for the purpose. His 
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real service was the first, the profit on 
the second was artificial so far as it was 
due to inflation. In real pounds it was 
not real profit. A man who sold a 1914 
house after the war had to buy another 
in the same inflated pounds, with no 
more purchasing power than the amount 
the house cost in 1914. 

Using the same argument applied to 
a grocer’s stock, Sir William said that 
while there would be an element of 
profit for the grocer’s remuneration 
and services (on which he would pay 
tax in the same depreciated pounds) 
that did not affect the loss of capital. 
If one carried on a business in a com- 
modity and used it for exchange 
purposes, the complicating factor of 
money would be absent. 

The Acting Chairman stated that the 
question really was whether there 
should always be a base stock. 

Sir William agreed that during the 
war period, company balance sheets 
had shown a movement from real to 
liquid assets. The bankers’ position 
was that profits should be calculated 
after full provision to maintain real 
capital intact. Anything that interfered 
with the manufacturer’s capacity to 
maintain his earning power and to 
increase productivity must be deplored. 


—(3) Depreciation 

Earning power, continued Sir William, 
was being damaged by the denial of 
true allowances for wear and tear. 
Allowance must be made for expansion. 
While businesses as a whole set aside 
more than was allowed for tax, that 
was not enough. 

Mr. Hume, representing the Charter- 
house group, agreed that so far as fixed 
assets were concerned the problem was 
the question of depreciation allowances 
on historical cost as opposed to replace- 
ment cost; current assets might need 
different treatment. 

A discussion ensued on hypothetical 
balance sheets and trading accounts 
which had been submitted by the 
Charterhouse group. Mr. Hume stated 
that inflation and high tax working 
together depleted the company’s cash 
resources. The cash that ought to be 
available as a result of provision for 
depreciation was not there when re- 
quired. The State claimed too large a 
share of profits. 

The argument that profits were not 
calculated on the correct basis was 


- difficulty of imposition and administra- 


valid but would not arise if there wer 
no inflation. The wastage of capital 
that ought to be provided was gp 
current value—not cost—basis. 

He thought the additions to fixe 
assets in recent years were comparatively 
small because of scarcity, licences, etc, 
but their cost had been embarrassing, 

Basically, bank resources were not 
available to finance fixed asscts—sych 
finance would require the assent of the 
Capital Issues Committee. Moreover, 
the average man did not like over. 
borrowing without being able to foresee 
the repayment of the loan. The problem 
of financing the replacement of fixed 
assets had hardly yet begun. The 
private capitalist was disappearing, 
owing to taxation. Institutions wer 
becoming the sources of fresh capital. 


—(4) Capital Profits Tax 


Mr. Hume regarded a capital gains tax 
as one that would remove the last 
spark of incentive (to make a profit, 
employ people, export goods, develop 
the Colonial Empire and give people 
some comfort), giving a disappointingly 
low yield and producing hardships and 
inequities. 

Distortion of markets, trouble and 


tion would result in a yield not com- 
parable with the effort made. 

In reply to a question from the Acting 
Chairman, whether he thought the 
activity of setting out to make capital 
profits—when this activity was nota 
business in itself—was a good thing, 
Mr. Hume declared that few people 
made fortuitous capital gains that could 
be said to be anti-social; if he per 
sonally had been taxed on Stock 
Exchange dealings in the last 30 years, 
he would receive a refund of tax. 


Dividends—Gross Amount for 
Income Tax Purposes, 1951-52 


A reminder may not be out of place 
that where a dividend was paid after 
April 5, 1951, under deduction of taxat 
gs. in the £, the true gross amount for 
1951-52 depends on whether the div 
dend was on Preference or on Ordinary 
or on Participating Preference shart. 
If it was a Preference dividend—ani 
the same applies to the fixed rate pat 
of a dividend on Participating 

ence shares—the gross amount ® 
declared must be included in totd 
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come. Che fluctuating (participating) 
of the dividend on Participating 


Preference shares, and the dividend on 


Ordinary shares, must be grossed-up 
as if the net amount paid were after a 
deduction of tax at gs. 6d. 


Illustration: A shareholder received the following dividends: 


April 12, 1951: 


re the year to March 31, 1951: 


(a) Preference dividend on 1,000 6 per cent. £1 shares ... 


Less income tax at gs. 


(b) Preference dividend for apart sean 8 eran & shares 


Less income tax at gs. 


() Dividend of 10 per cent. on 800 6 -* cent. ee Preference 
shares > 
Less income tax at o. 


(@) Ordinary dividend on 5,000 5s. SPE POT, 


Less income tax at gs. 


October 15, 1951: 


(e) Preference dividend for half-year to Papties » 


Less income tax at 10s. 


(f) Interim Ordinary dividend at 10 per cent. 


Less income tax at gs. 6d. 


The gross amounts to be included in total income are: 


(a) £60 

(6) £20 

(c) £48 + £32 x 4¢ = £108 1gs. 
(@) £137 10s. x 40 = £261 18s. 
(e) £20 

(f) £125 


Dominion Income Taxes 


A completely new digest of taxes on 
income in the Commonwealth coun- 
tries, Income Taxes in the Commonwealth, 
Volume 1, will be welcomed by all those 
who have any taxation contacts with 
the countries concerned. It runs to 
430 pages and is published by His 
Majesty’s Stationery Office, price 18s., 

or 18s. 9d. including postage. The 
digest has been prepared by the Board 
of Inland Revenue to succeed the pre- 
war publication of Income Taxes in the 
British Dominions, the second edition of 
which was published in 1928 and the 
last supplement in 1938. This, the first 
Volume, deals with taxes in Australia, 


Canada (including certain Provinces), 
Ceylon, India (including certain States), 
New Zealand, Pakistan (including cer- 
tain Provinces) and the Union of South 
Africa (including the Provinces and a 
note on South-West Africa), and sum- 
marises in each case the taxes for the 
latest year for which the text of the law 
was received at the time of going to 
press. There is a subject index for each 
country. The second volume, which is 
in course of preparation, will deal with 
taxes in the remainder of the Common- 
wealth and it is proposed to keep the 
information up-to-date by means of 
annual supplements. 


It is a great convenience to have at 


hand such information. The difficulty 
of keeping it up-to-date is emphasised 
by ‘the note to the introductory state- 
ment on taxation in the Commonwealth 
of Australia, which summarises the 
taxes on income for the year ended 
June 30, 1950, but states that the tax 
system for the year ended June 30, 1951, 
is substantially different and that notes 
on the taxes for that year will be 
included in the first supplement. It is 
difficult enough not to fall behind with 
United Kingdom taxation and there is 
always a further lag when we are 
dealing with other countries. 


Chargeable Accounting Periods for 
Profits Tax 
The note under this title which 
appeared in our November issue (page 
421) produced a crop of welcome 
letters from readers, a selection from 
which was published in our December 
issue (page 460). A reader has since 
written about a case where the manag- 
ing director is entitled to a commission 
of 474 per cent. of the profit remaining 
after charging Profits Tax but before 


* charging income tax, and the account- 


ing year ended on March 31, 1951. 
The company is director-controlled, 
the managing director receives a round 
sum expenses allowance of which £50 
is not allowable under Schedule E, 
Rule 9; the directors’ remuneration 
(including that of the managing 
director) will exceed the maximum 
allowable; and the amount allowable 
up to December 31, 1950, will differ 
from that allowable thereafter, with 
the complications already discussed 
regarding the gross relevant distribu- 
tion being divisible on a “ time ” basis. 

Our reader submitted accounts and 
computations on Method A shown in 
the November issue. The Revenue 
rejected the computations, but when 
invited to recompute the commission, 
pointed out that it was a purely 
domestic matter between the company 
and the managing director. 

We are asked where the Revenue 
cease to be interested in the mechanics 
of calculating directors’ remuneration. 
Our answer is that in our view the 
Revenue cannot be expected to inter- 
pret an agreement unless their interests 
are directly involved. It may be 
suggested that the effect of net relevant 
distributions on Profits Tax is their 
concern. Admitted: but that is some- . 
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thing that follows the computation of 
the commission; the Revenue’s con- 
cern is whether the commission paid is 
allowable as a deduction from profits. 

It is suggested that, to avoid the 
complications of algebraical calcula- 
tions, the agreement should be revised. 
The effect of a 474 per cent. commission 
with Profits Tax at today’s rates is to 
charge the company with a much 
higher rate than 47} per cent. Without 
knowing the facts of the case we cannot 
make any suggestion about such a 
revision, which must be a matter of 
agreement between the parties. 


Life Assurance Relief 
Doubt lingers in some _ people’s 
minds about the application of the 
limits on life assurance premiums. The 
position today is that the maximum 
premium for which allowance can be 
given is 7 per cent. of the capital sum 
secured at death, excluding bonuses, on 
each policy; and the total premiums 
are limited to one-sixth of the total 
income. 


Illustration: Total income £2,400. 
Sum Premium 
Insured Premium Allowable 
£ £ £ 
2,000 100 100 
1,000 go 70 
1,500 150 105 
5,000 200 125 


Maximum 1/6th of total income £400 

In restricting premiums to one-sixth 
of total income, the premium on the 
newest policy is reduced, so that any 
policies dated before June 23, 1916, will 
attract the old rates of relief. 

If all the policies shown were after 
June 22, 1916, the allowance would be 
tax on two-fifths of £400, i.e. on £160. 


Service Officers’ Uniforms 
Following the promise made in the 
debates on the Finance Bill, 1951, the 
Treasury have now agreed to the 
following standardised deductions for 
income tax purposes to cover the costs 
of renewal and repair of service officers’ 
uniforms. 

Royal Navy.—Flag Officers, £70; all 
officers below flag rank, £60; W.R.N.S. 
officers, all ranks, £40; nursing officers, 
all ranks, £40. 

Army.—Colonels and above, £52; all 
other officers, £50; W.R.A.C. colonels 
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and above, £52; all other officers, £50; 

nursing officers, all ranks, £40. 

Royal Air Force—Group captains and 
above, £47; ll other officers, £45; 
W.A.A.F. and nursing officers, group 
captains and above, £47; all other 
ranks, £45. 

Any claimant who can prove that he 
necessarily incurs further expense has 
still a right of claim for his actual 
expenditure. 


Estate Duty Appeals 


Question is sometimes raised about the 
right of appeal against assessments to 
Estate Duty. An appeal against the 
official valuation of real and leasehold 
property lies to the Registrar of the 


‘Lands Tribunal (in Scotland, pending 


the Registrar’s appointment, to a 
Referee) and must be made on the 
appropriate form within 30 days of the 
official determination of value (which 
is given by letter from the Estate Duty 
Office). Appeals against the amount of 
the estate duty lie to the High Court 
(in Scotland the Court of Session) 
unless the value of the property in 
respect of which the dispute arises does 
not exceed £10,000, when appeal may 
be made to the County Court (in 
Scotland the Sheriff Court), from which 
appeal lies to the Court of Appeal. 
Further appeal can only be made on a 
question of law, to the Court of Appeal 
(in Scotland to the Court of Session). 
Notice of appeal must be given 
within one month of the notification of 
the Commissioners’ decision or claim. 


Christmas Presents 


It is opportune to remind readers of the 
concession whereby Christmas presents 
in kind given by an employer to his 
subordinate employees are not treated 
as taxable remuneration. This treat- 
ment has been extended to the presen- 
tation of Savings Certificates or Savings 
Stamps and deposits in the Post Office 
or Trustee Savings Banks when they 
are substituted for gifts in kind of 
equivalent value by an employer who 
had been in the habit of making such 
gifts. Bonuses such as a week’s wages 
or other cash payments are taxable re- 
muneration and must be put on the 
P.A.Y.E. cards. 


in respect of the additions or improve: 


Double Taxation—Finland 


A Double Taxation Convention 
between the United Kingdom ang 
Finland was signed in London op 
December 12. 

The Convention, which is subject to 
ratification, provides for avoidance of 
double taxation on income and profits 
and is expressed to take effect in the 
United Kingdom from April 6, 1951. 
In general, it is similar to those already 
made with the United States of America, 
certain Commonwealth countries, 
France, the Netherlands, Sweden, Den- 
mark and Norway: 

The full texts will be published 
shortly by H.M. Stationery Office. 


Building Societies 


The provisions of the Finance Act, 
1951, regarding building societies hav¢ 
effect for 1952-53 onwards. Interest 
received in 1951-52 does not have to be 
grossed up for sur-tax purposes. 


Farm Maintenance 


A letter published in our correston- 
dence columns (page 44 of this issue) 
suggests that there has been a change 
in the Inland Revenue treatment of 
farm maintenance in the accounts. 
Our Tax Correspondent disagreed with 
this suggestion but preferred to have 
the point checked with the Inland 
Revenue. They now inform us that 
there has been no change in their 
practice, by which a farmer can include 
as an expense in his accounts expendi- 
ture on the maintenance of his farm or 
of the grazing lands instead of using the 
maintenance claim procedure. It is 
possible that some confusion has arisen 
because the Revenue do not similarly 
admit the capital expenditure covered 
by Rule 8 (2), No. V, Schedule A, 
notwithstanding that it might be 
included in a maintenance claim. It 
may be opportune to remind readers 
that Rule 8 (2) provides that the term 
** maintenance ” shall include the re- 
placement of farmhouses, farm build- 
ings, cottages, fences and other works 
where the replacement is necessary 10 
maintain the existing rent and shall also 
include additions or improvements 10 
farmhouses, farm buildings or cottages, 
but only if no increased rent is payable 


ments and in so far as they are made in 
order to comply with the provisions of 
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any statute or regulations or bye-laws 
of a local authority. The second part 
of the Rule was added by Section 25, 
Finance Act, 1924. 

As has already been mentioned on 
gveral occasions, it is not usual for 
the Revenue to raise an objection to the 
inclusion in a claim under Rule 8 of 

nditure incurred by a landowner 
on additions or improvements to farm- 


(6) A local authority insisting on drain- 
ing being improved; 

(c) A local authority insisting on new 
sanitation so as to make the property 
come up to their requirements. 


It was also stated that in order to 
comply with the provisions of any 
statute or regulations, the words are 
not limited to cases where there has 


'95!- Hi houses, etc., in anticipation of a notice been an order or any compulsion, but 
caddy under statutory provisions or regula- include the case of a landlord who 
Tia, HE tions. In the House of Commons’ voluntarily does that which is necessary 
tries, debates on the Finance Bill in 1924, it in order to bring the house up to the 
Den- was stated that the Rule would include requirements of the regulation or 
sh the following: statute. This extends to voluntary 
: (@) A local authority requiring a water expenditure on reconditioning agricul- 
7 supply to be improved; tural cottages under the provisions of 
Act, 
have 
Crest 
= Wear and Tear Allowances 
_On- Tue INLAND REVENUE ANNOUNCE THAT THE Percentage — 
sue) following alterations and additions have Normal Alternative 
nge been made to the list of percentage rates f . Method Method 
tof of wear and tear allowances. The Presses and making, glazing, 
me list was published in Accountancy for ee other pro- 
Se June 1950, pages 197-205. Except where none vee , 
vith JB otherwise indicated, the rates shown below —_—((@) automatic and semiv , 
aa are operative as from 1949-50. ) henth-epeneeed . - 
(1) Building Brick Manufacture and Heavy Clay Sandfacing brick and tile 
hat Industry machines 15 6} 
heir In addition to percentage rates for use under Crushing and grinding plant, 
ude the normal (reducing balance) method, rates for including screening and 
idi- the alternative (straight line) method have been milling plant, pulverisers 
an determined for use, if the taxpayer so elects, in and coal, marl, etc., dis- 
connection with new machinery or plant. The integraters ° 10 4 
the rates are as follows: Sliphouse machinery (blun- 
, 1S Percentage gers, arks, sifters, pumps 
sen (to be multiplied by and filter presses) 10 4 
rly 5/4ths in computing Clayware driers (i.e. tunnel 
vod allowances) and chamber driers, but 
Normal Alternative excluding open drying 
A, (reducing (straight buildings and sheds) .. 10 4 
be balance). line) Continuous tunnel kilns (in- 
It Method Method cluding trucks or cars, 
ors Steam engines, boilers, shaft- tracks, travelling belts, 
ing and piping .. 5 2 propelling mechanism, 
7 Conveyors (except claypit), fans, electric elements, fuel 
re- dust extraction plant, lifts connections and mechani- 
ld- and hoists, gas producer cal stokers) “e 10 4 
rks and electrical plant ea 74 3 Continuous chamber kilns 
to Claypit conveyors, mixers (including fans, electric 
and pumps ; 10 4 elements, fuel connections 
Iso Diesel, petrol and gas engines and mechanical stokers, 
to and water softeners ey 4 but excluding chimneys 
Cs, Transport: constituting a separate 
ble Conveyor trucks (hand- structure) 10 4 
ye operated) and trailers.. 10 4 Intermittent kilns (excluding 
* Tractor and conveyor hovels and chimneys con- 
m trucks pees oil and stituting a ener struc- 
of electric) -. 20 9 ture) ad @ 4 


the Housing (Rural Workers) Acts to 
the extent of putting the cottages into a 
condition to comply with the standard 
laid down in local bye-laws as to the 
erection of new houses. Additions and 
improvements carried out to dairy 
farms in order to comply with the 
provisions of the Milk and Dairies 
Order or done to comply with the 
requirements of a licensing authority 
under the Milk (Special Designations) 
Order are also included, as are works 
done to comply with the direction of 
agricultural executive committees. 


None of the capital expenditure men- 
tioned can be charged in the accounts 
of the farmer but it can go into the 
maintenance claim. 


Percentage 
Normal Alternative 
Method Method 
Hovels constituting a a sas 
ate structure... 5 2 


Notes 

(a) Chimneys constituting a separate struc- 
ture are regarded as industrial buildings and 
dealt with under Part I, Income Tax Act, 1945. 

(6) As regards continuous tunnel and con- 
tinuous chamber kilns, the cost of rebuilding the 
firing zone is treated as capital expenditure, but 
other renewals of parts are treated as revenue 
expenditure. 


Percentage 
(to be multiplied 
by 5/gths in com- 
puting allowances) 
Normal (reducing 
balance) method 
(2) Crematoria 
Machinery or plant generally - 
(including furnaces) 10* 
Books of remembrance... 5t 


(3) Flour Milling 
The 20 per cent. increase 
above normal rates allowed 
for the period from Septem- 
ber 3, 1939, to April 5, 
1950, is being continued * 
until further notice. 
(4) Furniture Manufacture 
Machinery or plant generally 10 
(5) Furniture used in Hotels, 
Boarding Houses and Res- 
taurants 
Furniture of a permanent and 
durable nature (excluding 
soft furnishings) . 
(6) Shipping (Steam Trawlers) 
As for tankers (see pages 
19-20 of “ List of Percen- 
tage Rates ’—Accoun- 
TANCY, June, 1950, pages 
204-5). 
* Operative as from 1946-47 
t Operative as from 1951-52 
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Recent Tax Cases 


By W. B. GCOWCHER, 0.8.£., B.uiTT., Barrister-at-Law 


INCOME TAX 


Schedule A—Company owning estates containing 
gravel deposits—Gravel pit leased to company 


subject to royalty of one shilling per ton— 
Whether gravel pit separate subject of assessment— 
Separate entry in valuation roll— Whether entry in 
valuation roll binding—Lands Valuation (Scot- 
land) Act, 1857, Section 3—Income Tax Act, 
1918, Schedule A, No. 1, No. HI, Rule 3. 


Moray Estates Development Com- 
pany v. C.I.R. (Court of Session, July 12, 
1951, T.R. 301) was by way of a sequel to 
Russell v. Scott (1948, A.C. 422; 30 T.C. 
394). There, the House of Lords had held 
that a sand pit was assessable under the 
General Rule of Schedule A, Income Tax 
Act, 1918, with the result that, although by 
Section 31 of Finance Act, 1949, for the 
year 1949-50 and subsequent years the law 
was altered to stop the leak, many recipients 
of sand and gravel royalties received an 
undeserved benefit. The appellant was the 
owner of a large area of woodlands in which 
there was a gravel deposit. In February, 
1942, it leased to a company the gravel pit 
and the right to work it in consideration of 
a royalty of 1s. per ton. From 1942-3 until 
1947-8 inclusive it was assessed under 
Case I of Schedule D on the amount of the 
royalties for the preceding year, no separate 
assessment being made under Schedule A, 
and the tax charged was duly paid. A 
similar assessment under Schedule D was 
made and accepted for 1948-9 but, in view 
of the Russell v. Scott decision, was vacated. 
Unfortunately for the appellant, the matter 
did not stop there. In the valuation roll for 
1948-9 there was a separate entry relating 
to the gravel pit representing the royalties 
for the year to Whitsun, 1948, less repairs 
allowance and owner’s rates, much the same 
in fact as would have been the basis of 
assessment under Schedule D. The Revenue, 
therefore, raised an assessment under No. 1 
of Schedule A, taking the valuation roll 
figures as representing the rack-rent at 
which the quarry was worth to be let by 
the year. An interesting point in the case 
was that the assessor was not an Inland 
Revenue official Had he been, under 
Scottish law the figures of the valuation roll 
would have been conclusive. 


It was contended for the appellant that 
the exploitation of the gravel deposit 
involved nothing more than a sale of goods 
and the realisation of a capital asset of the 
same nature as a transaction for the rapid 
removal of an artificial dump upon the 
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surface of lands. In other words, the 
“minute of lease” under which the 
appellants worked the deposit was not truly 
a lease but a contract of sale for the disposal 
of a capital asset. A second argument was 
that under Russell v. Scott the gravel pit had 
to be valued not as a separate heritable 
subject but merely as part of the woodland 
area in which it was situated. A third 
argument was that, even assuming the 
gravel pit to be a separate subject of 
assessment, as the assessor was not an Inland 
Revenue official the valuation roll was not 
binding. The Court rejected all three 
arguments—the first upon the grounds that, 
although in strict logic a mineral lease was 
in the nature of a contract of sale, it was too 
late in the day for such an argument; the 
second as being unwarranted by the 
Russell v. Scott speeches in the House of 
Lords; whilst, as regards the third, to quote 
the Lord President whose views were 
shared by his brethren: 

Even where the assessor is independently 
appointed, it has long been the practice in 
Scotland to adopt the valuation roll as the 
basis of income tax assessments, and I have 
never known of a case where this has not 
been done. 


Departmental practice, however, is not 
necessarily correct in law; but if the reader 
will refer to Income Tax Act, 1918, 
Schedule A, No. IV, Rule 4, he will see 
that the rating valuation is permissible but 
only where the annual value “ cannot be 
otherwise ascertained,” and, save where the 
assessor is an Inland Revenue official, this 
provision would seem to apply to Scotland. 
The practice would seem to arise from the 
law and not vice versa; but whether it 
always conforms to it is another question. 


Land occupied *‘ in connection with” a concern 
specified in Rules 1, 2 and 3 of Schedule A—Lease 
of quarry for ten years at minimum rent and 
royalty—Spoil banks adjacent to quarry—By 
agreement of same date as lease sale at od. per ton 
of spoil banks—If not removed in ten years spoil 
to revert to owner of land—Quarry and spoil banks 
worked as one business—Whether royalties paid to 
lessor deductible in computing liability under 
Case I of Schedule D—Whether payments in 
respect of spoil banks as distinct from payments in 
respect of quarry deductible—Finance Act, 1934, 
Section 21. 

In Craigenlow Quarries, Ltd. v. 
C.I.R. (Court of Session, July 12, 1951, 
T.R. 307) the question was whether the 


payments made to the owners of the 
Dunecht Estates, Ltd., were caught by 
Section 21 of Finance Act, 1934, as bei 
“rent” within the definition therein, Ag 
to this section, the Lord President said jp 
his judgment that its apparent anomalie; 
were to be found in the two facts 
(a) that the section is only concerned with 
the machinery of collection and not with 
the imposition of liability, and 
(6) that the draftsman has invented for the 
purposes of the section a unique vocabu- 
lary of quite exceptional comprehensive. 
ness. 


By minute of lease of March, 1946, the 
estates company, which was the owner of 
a quarry and three spoil banks from earlier 
workings, leased the quarry to the appellant 
for ten years at a fixed minimum rent of 
£100 per annum or a royalty of 6d. per ton, 
By an agreement of the same date, the 
estates company sold to the appellant at 
gd. per ton the spoil banks. Ten years were 
allowed for their removal, after which there 
was to be reversion to the estates company 
in so far as not removed. The fixed rent of 
£100 in respect of the quarry was not to be 
paid so long as the tonnage rate for spoil 
produced not less than that sum. 

The estates company was the real 
appellant and the concrete issue was 
whether the sum of £1,137 received as 
* royalties, etc.”? was admissible as a 
deduction in computing the profits of the 
quarry company for the period ending 
March 31 or, under Section 21, should be 
disallowed and paid to the estates company 
less tax. Before the General Commissioners, 
the appellant abandoned his appeal in so 
far as the £1,137 related to the quarry and 
the only question before the Court was as to 
the balance relating to the spoil banks. 
The Commissioners decided in favour of the 
Crown and a unanimous Court upheld 
them. 


In Roberts v. Lord Belhaven’s Executors (1925, 
g T.C. 501) sums received in respect of the 
sale of colliery spoil banks were held by the 
Court of Session to be from the sale of a 
capital asset and the differences between 
that case and the present one were concisely 
set out in the judgment of Lord Keith. He 
declared that everything depended on the 
circumstances and nature of the transaction 
and the results intended. In that case 
and in another case, McCosh v. Assessor for 
Ayrshire (1945, S.C. 260), the object was to 
remove the banks completely within a very 
short and limited space of time and this was 
substantially achieved. The features of these 
transactions were indicative of a sale rather 
than of a lease. Here, the period was tet 
years and the half-yearly payments pr 
scribed were more consonant with a least 
than a sale and, lastly, the appellant had 
been put in exclusive possession of the spol 
banks and ancillary ground for a period o 
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yn years, Whereas in the other case no 


by J question of this arose. All that was requised 
being yas access for removal. 
1. As The English case of Shingler v. P. Williams 
tid in Hand Sons (1933, 17 T.-C. 574) dealt with a 
nalies J very similar set of facts but was not referred 
. There, Finlay, J., as he then was, 
| with [a followed the Belhaven decision although the 
t with lease was one of seven years following an 
arlier lease and the lessees were given 
© the HF exclusive possession; but the royalty 
cabu. payments were to be fortnightly. Upon the 
nsive- Hl footing that Section 21 of Finance Act, 
| i934, did not impose a new liability to tax, 
, the HF ihe Williams decision and the present are 
er of # tard to reconcile, notwithstanding the 
“9 difference in the payments provisions. 
Hant 
at of 
' ton. 
the 
it at Hl iome Tax—Breweries—Rents paid under long 
were leases—Differences between rents paid by tied 
here HM inants and rents which would be obtainab'e if 
say BR hyuses let free of tie—Whether deductible in 
nt of HE uriving at profits of trade as brewers—Discovery 
obe i Income Tax Act, 1842, Schedule D, Cases I 
spoil and Il, Rule 2—Income Tax Act, 1918, 
Section 125; Schedule D, Cases I and Il, 
real Rules 3 (a), (m), 5—Finance Act, 1940, 
was Sections 13, 17. 
set Nash v. Tamplin & Sons Brewery, 
‘ ‘ae Brighton, Ltd. and Dayies v. Webbs 
we BJ (Aberbeeg), Ltd. (House of Lords, 
+ October 25, 1951, T.R. 313) were noted in 
on our issues of January 1950, at pages 30-31, 
ma and September 1950, at page 327. In the 
te House of Lords both cases were heard 
| ar together. As previously noted, Tamplin’s 
at was lessee from a wholly-owned subsidiary 
aks company of a number of licensed houses for 
ond aterm of 61 years from October 1, 1933. 
‘eld The lease was dated June 1, 1938, and the 
block rent of £40,000 payable under it 
covered other houses in addition to those 
}25; towhich the case referred. It was, however, 
the conceded that the proportion of the block 
the H@ rent referable to the tied houses exceeded 
f2 TE thir annual value. Tamplin’s claimed to 
ce Hj deduct in arriving at their profits the 
ely difference between the rents from the tied 
He Hi houses and the rents which it would have 
the received if the house had been let free of tie. 
mon In Webb’s case there was a similar claim but 
as° @ 20 additional point was raised, a claim 
J T \cing made that where the rent under a long 
(0 Tl lease was below the annual value the 
wr brewery was entitled to deduct the difference 
N® B® between the annual value and the tied rent. 
a As Somervell, L.J., pointed out in the Court 
of Appeal in the second case, the position of 
= the brewer is there no different in principle 
4 tom that of a freeholder. The basis of the 
ad daims was the decision in Usher’s Wiltshire 
oil Brewery, Lid. v. Bruce (1915, A.C. 433, 
“of 5T.C. 399); and the issues concerned the 


txtem to which that decision had been 


nullified by the excess rents provisions of 
Finance Act, 1940. By Section 13 of that 
Act the term “long lease” includes one 
granted for a term exceeding 50 years, and, 
by Section 17, rents payable under long 
leases are to be disallowed as deductions in 
computing profits, are to be treated as if 
they are patent royalties and are to be 
subjected to tax by deduction. The conten- 
tion of the Crown was that where there is a 
long lease, Usher no longer applies. 

On the first issue, the Special Com- 
missioners had decided for the Crown, 
holding, in effect, that Section 17 had 
reversed the Usher decision. Upon the 
second issue, they had found for the 
brewery. In the High Court, Croom- 
Johnson, J., had found for the Crown upon 
both issues whilst a unanimous Court of 
Appeal had reversed his decision upon both, 
The House of Lords has now affirmed the 
decision of the Court of Appeal, the only 
difference of opinion amongst them being 
by Lord Radcliffe upon a point of practical 
importance. 

Their lordships were agreed that the 
whole matter was governed by what was 
decided in Usher because, apart from fresh 
legislation, an infallible Court is bound by 
its previous decisions, however unfortunate 
they may appear in the light of later judicial 
examination. There is no doubt but that 
they regretted their inability to revise and, 
faced with this inability, their problem was 
that of finding out by analysis of the 
speeches in Usher what that decision 
actually amounted to. In the end, they 
found that the allowance to be made to the 
brewer was not to be based upon the actual 
rent paid by him for a licensed house but 


upon its annual value, which in cases where. 


the Schedule A assessment did not represent 
the rack-rent was to be the notional rent 
obtainable if the premises were let free of 
any tie. In effect, it was decided that the 
Usher allowance was unaffected by Section 
17 of Finance Act, 1940. They saw no 
distinction in principle between leaseholds 
and freeholds. 

Whilst agreeing generally, Lord Radcliffe 
thought: 

If you are searching for a figure of rent 
forgone, the net Schedule A assessment may 
not give you as “ scientific ” a measure as the 
test proposed by the respondent. But it is a 
“ working ” measure; and, if we are seeking 
to give effect to a principle of commercial 
accounting, I think that the trader would be 
far more likely to be content to work by a 
known figure, such as the Schedule A assess- 
ment, than by a theoretical computation of 
the rent likely to be received from his tied 
house, if it were untied. 

It will be observed that whilst Lord 
Radcliffe thought the net Schedule A should 
be taken, the decision, in effect, gives the 
gross, because it is only it which can be 


equal to the notional rent. His opinion 
contains what might well be adopted as the 
basis of a statutory solution. It will be noted 
that, whilst the Crown failed, Section 17 
was, in any case, effective in eliminating the 
excess of Tamplin’s lease rent over the real 
rental value of the tied houses comprised in 
the lease. The point as to “ discovery ” was, 
in the circumstances, not reached. 


ESTATE DUTY 

Estate duty—Gifts inter vivos—Shares in 
private company controlled by donor— Transfer of 
shares before material date—Registrations of 
transfers after material date—Death of donor— 
Whether beneficial interests in shares transferred 
before registration—Customs and Inland Revenue 
Act, 1881, Section 98 (2) (a)—Customs and 
Inland Revenue Act, 1889, Section 11—Finance 
Act, 1894, Section 2 (1) (c)—Finance Act, 1946, 
Section 47. 

In re Rose (Ch., November 2, 1951, 
T.R. 331) raised a point of considerable 
interest and importance. The deceased, 
Eric Hamilton Rose, had died upon 
February 16, 1947, with the result that by 
virtue of proviso (a) to Section 47 of Finance 
Act, 1946, gifts unless made before April 10, 
1943, fell to be included in his estate for 
estate duty. Deceased was governing 
director of Neweston Estates Co., Ltd., a 
private company, and under its articles had 
full and uncontrolled authority to determine 
who should be admitted to be shareholders, 
and for this purpose to determine the 
acceptance or rejection of transfers. By a 
transfer dated March 30, 1943, deceased had 
transferred to his wife as a gift 10,000 shares 
of £1 in the company. Upon the same day, 
for nominal consideration expressed to be 
paid by his wife and a Mr. E. T. Read, who 
was a director and the secretary of the 
company, another 10,000 shares were 
transferred; and, still upon the same day, a 
settlement was executed of which deceased, 
his wife and Mr. Read were trustees by 
which trusts were declared of the second 
block of shares. Under the settlement his 
wife and son were beneficiaries. 

Although the transfers and the settlement 
were executed by all parties before April 10, 
1943, and Mr. Read had actual control of 
the certificates throughout, the transfers 
were not registered by the company until 
June 30, 1943. It was common ground that 
there was a charge to estate duty unless 
before April 10, 1943, there had been a 
bona fide disposition of the shares purporting 
to operate as an immediate gift inter vivos 
and complying with the other statutory 
requirements. The Revenue changed its 
ground several times. Upon March 8, 1949, 
the Estate Duty Office wrote that the 
transfers would have been sufficient but for 
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the powers of the deceased as governing 
director above-mentioned, and of the fact 
that he was the intending donor. Upon 
February 14, 1951, the Solicitor of Inland 
Revenue wrote that the Commissioners’ 
claim was in no way based upon the grounds 
set out in the memorandum of March 8, 
1949; whilst on March 20, 1951, the 
Solicitor wrote that the Revenue case would 
be that the statutory conditions governing 
the admissibility of gifts inter vivos were not 
satisfied by mere delivery of a transfer and 
certificate of shares “‘ until at least some step 
is taken by the transferee to make the 
transfer effective,” i.e. additional to his 
executing the transfer deed as accepting the 
shares. In the High Court, counsel for the 
Crown boldly contended that the transfers, 
prior to registration, transferred no interest 
in the shares either legal or equitable and 
that if the company had refused to register 
them the deceased would have retained the 
whole of the beneficial interest although 
liable to be divested at any time if the 


company changed its mind. This entailed 
the consequence that if the deceased during 
the interim had attempted to sell his 
beneficial interest, the transferees under the 
earlier transfers, although by hypothesis 
they had no interest at all, would have been 
able to apply to a Court of Equity to restrain 
him from “‘ derogating from his grant ” or to 
award damages against him. Counsel for 
the estate contended, upon the other hand, 
that by executing the transfers and putting 
them into the possession or power of the 
transferees, the deceased had transferred the 
whole of his beneficial interest and that if 
the company had refused to register them 
he would have been treated as a trustee. In 
an interesting judgment, Roxburgh, J., 
held that no estate duty was payable. 

In a review of the decided cases, he 
pointed out that there was no one which 
directly decided the point although he 
regarded it as indirectly concluded by three 
of them. He said that a gift was a transfer 
of a beneficial interest without consideration 


Tax Cases—Advance Notes 


By H. MAJOR ALLEN, Barrister-at-Law 


House or Lorps 


Purchase »v. Stainer’s Executors. 
November 29, 1951. 


The facts in this case and the decision of 
the Court of Appeal were reported in 
Accountancy for August, 1950, at page 286. 

The House of Lords allowed the executors’ 
appeal and dismissed the Crown’s cross- 
appeal, thus restoring the decision of 
Croom-Johnson, J. 


Cuancery Division (Donovan, J.) 
Faulconbridge (H.M. Inspector of 
Taxes) v. Thomas Pinkney and Sons, 
Ltd. December 10, 1951. 


Facts.—The issued capital (1,000 shares) of 
P., Ltd., which carried on a shipbroking 
business, was held as to 998 shares by 
S.R.P. and D.R.P. (the brothers) equally. 
The remaining two shares were held by 
H. and K. By an agreement dated Novem- 
ber 21, 1945, between the brothers and 
H. and K., the former agreed to sell their 
998 shares for £2 each to H. and K., who 
undertook to arrange to pay the brothers 
50 per cent. of all commissions, etc., 


36 


received by the company in excess of 
£2,250 during each of the years ended 
October 31, 1946, to October 31, 1950, 
inclusive. A further agreement substituted 
£3,000 for the figure of £2,250 referred to 
in the first agreement. A third agreement 
dated August 23, 1947, made between the 
same parties and expressed to be sup- 
plemental to the two previous agreements, 
recited that the principal agreement did not 
state whether the payments to the brothers 
for which it provided were to be made by 
H. and K. or by the company, and declared 
that the payments were to be made by the 
company. ; 

For each of the two years ended October 
31, 1946-7, payments were made by the 
company to the brothers under deduction 
of tax. 

Evidence was given that the brothers had, 
after their retirement from the company, 
continued to advise and assist its directors 
(H. and K.). The company contended that 
the sums paid to the brothers were paid as 
remuneration for services rendered to it and 
were admissible as deductions in computing 
its profits. The Crown contended that the 


and that if the giver had not done all tha 
was required the gift was imperfect anj 
failed. Here, the deceased had done every. 
thing in his power to make the gift of shares 
effective, and he regarded In re Rose ( 1949, 
Ch. 78) as authority for the proposition tha 
the gifts in question were complete and that 
the beneficial interest passed before April 10, 
1943. In conclusion, he drew attention to 
the strange result which could arise from the 
Crown’s contention. It would, he said, 
mean that if the donor had himself not been 
the registered but only the equitable 
owner, no duty would have been payable, 
“Why should the strength of the donor's 
title impair the validity of the gifts or involve 
the donees in estate duty?” There js 
usually more than appears on the surface in 
apparently harsh Revenue claims; and itwill 
be obvious that unregistered transfers can be 
used collusively for tax avoidance. Apart 
from the memorandum of March 8, 1949, 
no suggestion of this kind appears in the 
report of the present case. 


payments were a contractual liability of 
H. and K. as part of the agreement by which 
they acquired shares in the company, and 
that the agreement of August 23, 1947, did 
not make the company liable to pay the 
sums. 

The Commissioners for the City of 
London accepted the company’s contentions. 

Decision—Donovan, J., allowed the 
Crown’s appeal. 


Wilkie v. C.I.R. December 11, 1951. 


Facts.—For the purposes of a repayment 
claim, W. claimed the benefit of the 
exemption conferred by Misc. Rule 2. 
It was conceded that he was in the United 
Kingdom in the relevant year for 4 
temporary purpose only, and the only 
dispute was whether he had actually resided 
here for a period equal to six months in the 
year of assessment. 

W. arrived in this country at 2 p.m. on 
June 2, 1947, and left at 10 a.m. on 
December 2, 1947. He contended that the 
period of residence should be computed 
from hour to hour; or that the fraction of 
June 2, the day of arrival, should be 
disregarded in counting the days o 
residence. 

The Crown contended that June 2 should 
be counted as a full day. 

The Special Commissioners held that 
W. had resided in the United Kingdom for 
a period of six months in 1947-8. 

Decision —Donovan, J., rejected a new 
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contention for the Crown that “ months ” 
meant lunar months of 28 days each, and 
held that as W. was in the United Kingdom 
for less than one half of the fiscal year (which 
included February 29, 1948), he was 
resident therein for a period equal to less 
than six months. W.’s claim therefore 


succeeded. 


1) Green v. Cravens Railway Carriage 
ind Wagon Co., Ltd. (2) C.IL.R. v. The 


(a) income tax and (2) Profits Tax liability 


of sums paid to an assurance office. 

In April 1944, Cravens introduced a 
non-contributory staff assurance scheme. 
A master policy was effected with an 
assurance office to which Cravens paid 
premiums and which undertook to pay to 
Cravens the agreed benefits to be provided 
on retirement or death of its employees. 
Those benefits Cravens passed on to the 
employees concerned, or their dependants, 
in accordance with the terms of a trust deed. 


service, but there was a guaranteed mini- 
mum figure. In order to secure the benefit 
of that minimum for employees with long 
past-service, Cravens paid certain additional 
annual premiums. 

In June 1946, Cravens commuted the 
annual premiums for a lump sum, which 
the Crown contended was a_ capital 
payment. 

The Special Commissioners held that the 
payment was deductible, as it did not 
produce any capital asset to Cravens. 


same. December 13, 1951. 
Facts—These appeals concerned the The amount of the retirement benefit Decision—Donovan, J., affirmed the 
admissibility as a deduction in computing depended upon the employee’s length of Commissioners’ decision. 
> 
The Student’s Tax Columns 
LOSSES—V 
Case VI 1950-51 Assessment: 
Firm Allocation 
THE NEXT RELIEF IS OF AN ENTIRELY DIFFERENT NATURE, A B Cc 
as it relates solely to Case VI, Schedule D. By Section 27 £ £L £L £ 
of the Finance Act, 1927, a person who sustains a loss in oo Interest on 
any transaction, on which any profit would have been Capital Allces 50 Capital 250 250 200 
assessable under Case VI, may claim to set-off the loss —— Salary 200 450 
against the profits or gains arising from any transaction on 450 Balance 
which he is assessed for ‘that year under Case VI. Any me a att — 450 —300 — 150 
balance of loss not so relieved is then carried forward ae vee <a 
against the Case VI assessments of the next year and so on, na »” tt 
with a six years’ limit. As the firm can only be assessed on 
It must be emphasised that a loss in a Case VI transaction £450, this is shared between B and 
can only be set against Case VI assessments and not against C in the proportion 150 : 500 nil 104 a4€ 
any other income. tas 
It has been held that a “ deficiency ” of rent may be set ria. ¥ 
against excess rents under this Section. in & — and Salary 9 45° 650 
Balance 
1,650 3:2:1 — 825 —550 —275 


Losses in Partnerships 


Passing reference has already been made to losses in 
partnership, but a little fuller explanation will be helpful. 
As a partnership, though assessed in one sum, is not a 
distinct legal entity, the profits or losses of a firm must be 
apportioned among the members to arrive at their respec- 
tive shares. In the event of there being a loss, relief can be 
given only to the individuals, not to the firm as such. We 
may find several partners claiming relief under different 
Sections in the same year. 
Sony following illustration shows the position in regard to 


Illustration: Year ended March 31, 1950, Profit £500; 
1951, Loss £300. Capital allowances 1950-51 £50. Interest on 
capital, etc., as shown below. 


loss 575 loss 100 
As there is a loss of £300, C’s share is 
nil; the loss is divisible between A 
and C in the ratio 575 : 100 loss 256 loss 44 


On these facts, B could claim under Section 34 for 1950-51; A 
could make a similar claim if he has other income. Alternatively, 
either, if he has another business, could claim under Rule 13 im 
1951-52. Failing any such claims, the losses will go forward under 
Section 33 (1926) against their respective shares of the firm’s 


assessments in later years. 
If there were a profit or loss on a source assessable under 


Case VI, it would be divided in the “ profit and loss ” ratio—here 
3:2: 1-—and any such loss would be available under Case VI 


only. 
[Concluded] 
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FINANCE 


The Month 


The New Régime 


FROM THE TIME OF LAST WRITING UNTIL THE 
middle of the month, the stock markets 
continued under the influence of the new 
policy of credit restraint. That is to say, 
not only was there a general fall in security 
values, as a mere reflection of the rise in the 
rate of interest, but there was also an even 
sharper fall in the value of equities because 
it was realised that the object, if not the final 
effect, of this policy is to halt inflation. 
Further, since the market fears nothing 
quite so much as uncertainty, the very fact 
that there is no guarantee that the new 
policy will be pushed through until it does, 
in fact, re-establish stable money values was 
a further factor in its weakness. In addition, 
all the adverse factors mentioned last month 
continued to operate and, in particular, the 
fall in values was so rapid that the few new 
issues failed, with the effect of accentuating 
the rate of decline. It is not necessary at this 
stage to rehearse the whole melancholy 
story in this market. It started with the 
Unilever debenture fiasco, which was followed 
by the withdrawal of the English Electric 
issue in favour of a private placing. It was 
then allowed to transpire that the require- 
ments of the British Transport Commission 
for £60 million had been met by short 
term borrowing from the National Debt 
Commissioners. Finally an offer of deben- 
tures by the Manchester Ship Canal was only 
saved from a fate similar to that experienced 
by Unilever owing to a technical arrange- 
ment whereby some of the underwriters 
took blocks of stock “‘ firm.”’ In the circum- 
stances then prevailing it looked very much 
as though the prospect of securing any 
substantial sum without gravely depressing 
prices was slight. 


Sterling Revaluation Rumours 


This was the position on December 11, 
when the general condition of markets was 
that, in a number of securities, and par- 
ticularly, perhaps, in some _ industrial 
equities, the market was oversold. At this 
point, when one would normally have 
expected some bargain hunting, there arose 
renewed rumours of some impending 
development with regard to the overseas 
value of sterling. In their most exaggerated 
form, these suggested once more that the 
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in the City 


currency was about to be written up in 
value. Whether such a development would 
have been likely to improve the value of 
ordinary shares is a matter of doubt, but in 
any case markets rallied considerably and in 
particular the index of industrial ordinary 
shares, compiled by the Financial Times, 
regained in three days some three-quarters 
of what it had lost in the preceding three 
weeks, while there was an almost equally 
marked rally in gold-mining shares, partly 
influenced by the declaration of the first 
dividends for the second half of the year. 
In the event, the development which gave 
rise to these reports was of a very different 
character and, although of great potential 
importance, scarcely calculated to have 
much immediate effect on security values. 
After a number of other fluctuations, 
security values, as reflected in the indices of 
the Financial Times, show the following 
changes between November 23 and Decem- 
ber 21, the figures for December 11 being 
given in brackets: Government securities, 
from 98-00 to 95°59 (95:76), industrial 
Ordinary from 125-3 to 122-0 (119-8), gold 
mines from 106-10 to 101-25 (99°02). 


Foreign Exchange Dealings 


The development mentioned above is the 
decision of the authorities to permit, after 
a lapse of twelve years, the reopening of the 
foreign exchange market in London. This 
means that business can be done through 
what were in prewar days normal channels, 
but it does not mean any real relaxation of 
exchange control. The business in “‘ spot ” 
sterling is done at the old fixed rate, subject 
to a margin, probably of one per cent., 
either side of the official rate. Whatever 


margin is fixed, the banks can deal with the 


central institution at the marginal prices. 
Forward dealings are completely free, 
subject, of course, to the power of the Bank 
of England to participate in the market if 
that is thought desirable. The changes 
affect most the so-called “ specified curren- 
cies” for which dealings have been most 
restricted. In general, the results are that 
the cost of dealing may be somewhat 
increased but that some element of flexibility 
is introduced even into the spot rate. 
Further, the forward market is substantially 


widened and should more accurately reflect 
world opinion on the future of the pound, 
The higher cost of forward cover makes jt 
more difficult to speculate against the pound, 
The development is a natural result of the 
greater flexibility in short money rates, ]t 
was becoming increasingly difficult to 
administer the old fixed system in harnes 
with a flexible system in money rates, This 
re-introduction of flexibility is one great 
advantage of the change. Another is that it 
will permit the building up of a real 
exchange market in London, for after g 
lapse of twelve years one cannot just start 
again overnight. The way will thus be 
prepared for the time, which we must al] 
hope will come, when sterling convertibility 
will be restored. Nothing of that sort is 
implicit in the present arrangements, but 
meanwhile the existence of a forward 
market should remove one of the difficulties 
in the way of reopening such commodity 
markets as the Liverpool Cotton Exchange, 
We have here at least another step away 
from the rigidities of central planning which 
have done so much to hamper development 
in recent years. 


Two Mergers 

In periods of trading difficulties, or indeed 
as soon as such conditions appear above the 
horizon, it is not unusual for companies to 
agree to join forces. There have been 
several minor instances where such proposals 
have been made, but December produced a 
major instance in the plan for the fusion of 
the Austin and Morris interests. Very little 
has been said of the advantages to be drawn 
from this plan, but it is evident that it 
would permit, in due course, the reduction 
of the total number of types both of vehicle 
and of engine. Further, the period when the 
export markets would take all the cars of 
almost any make that could be provided is 
probably drawing to a close. The motor 
industry of this country will almost certainly 
be strengthened by this particular merger 
although it is, perhaps, among some of the 
smaller companies that the difficulties of 
short supplies will be most felt. A second 
merger of some interest, namely the offer by 
Elder Dempster of £8 a share for the Ordinary 
capital of British and Burmese Steam Navigation, 
is in a different category. This is simply 4 
means of acquiring an addition to the 
existing fleet of the former company by 
buying outright the business of the latter, 
including its nine ships, of which seven have 
been built since the war. A fortnight before 
the offer the shares were priced at about 
47s. 6d., and the very high bid is some 
indication of the premium which Elder 
Dempster are prepared to pay for immediate 
delivery of additional tonnage. 
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Points from Published Accounts 


seasonal Goodwill and Resolutions 
js THIS IS THE SEASON OF GOODWILL AND 
solutions it is a temptation to dip the pen 
into honey instead of vitriol when writing 
sbout company accounts. If the writer 
yere to be asked to give an “‘ Oscar ”’ to the 
compilers of the best report in 1951 he 
yould plump for London Express Newspapers. 
Within its pages were contained nearly 
werything that a shareholder could desire. 
The trend towards using the annual report 
yavehicle for publicising the company’s 
products certainly seems to be on the 
increase. Perhaps it is inconsiderate to use 
the word “ publicise”; perhaps in every 
case there is a desire to show the share- 
holder, by word and by picture, the assets 
he owns and the products that are being 
tumed out. If the shareholder buys the 
products, so much the better. A close 
gcond are, without question, the accounts 
of the Beecham Group. And of the smaller 
companies we would mention Moygashel, 
which issued a most informative booklet 
with its accounts describing, amongst other 
things, how the company’s fabrics are made. 
Then there was the profusely illustrated 
report of Birmingham Small Arms, and the 
brochure with which Guy Motors was able 
to show shareholders some of the impressive 
names on the order book. Yes, there has 
been a definite trend towards giving the 
shareholder that extra bit of information he 
relishes, instead of a closely printed mass of 
figures on a piece of paper that folds up to 
envelope size. 

As for the accounts themselves, there has 
been a decided improvement in layout and 
choice of typefaces. There have, too, been 
some infuriating incidents, a small minority 
continuing to show its dividends gross and 
deducting tax from their total. Another 
irritant has been directors’ reports which 
deal with the parent’s figures only, when 
those of the group are so much more 
important. Some companies appear to have 
compiled their balance sheets with the aid 
ofa mirror, so that assets are on the left and 
liabilities on the right. Others have tied 
themselves into so many knots that their 
consciences made them forbear from 
describing any balance as a “ net profit,” 
and they used meaningless alternatives. 

It is the writer’s duty to examine in detail 
hundreds of sets of accounts every year. 
The number that receive only, a cursory 

runs into thousands. His impression 
is that accountants who do not carry out 
many public company audits should make a 


New Year resolution to get hold of, and 
study, as many sets of accounts as they are 
able. The text-books are not enough, as 
they fail to capture the magic that can be 
conjured out of quality paper, different 
typefaces, layout, and the use of coloured 
ink. As an example of the printers’ and the 
auditors’ arts mention must be made of the 
accounts of Dalgety and Co., the Australian 
merchants. The tabular profit and _ loss 
account could have been improved only by 
lumping the proposed final distribution 
with the interim. The balance sheet is in 
conventional form, and not a whit the less 
effective for that. 

A second New Year resolution for 
accountants is that, having obtained a set 
of accounts that meets with their whole- 
hearted approval in every respect, they 
should obtain audience with the printer 
so that he can understand how they would 
like the accounts printed. Alternatively, 
a diplomatic approach to the secretary, the 
company’s accountant or the managing 
director should reap the reward of seeing 
those typewritten certified accounts glamour- 
ised in a form that will commend itself to 
everyone. By nomeans incidentally, the audi- 
tor should resolve to assume when drawing up 
the form the accounts will take: (a) that he 
is sitting for his Intermediate Examination 
all over again and (b) that he has all his 
capital invested in the company. He should 
then ask himself (1) what he wants to learn 
from the accounts and (2) what is the 


simplest method of presenting this informa- © 


tion. Simplicity must be the keynote if 
effective presentation is to follow. 


Criticism of the Giants 


In recent weeks the Investors’ Chronicle has 
turned its attention to the accounting 
practices of several companies. These 
companies are so important .in their 
respective spheres that the journal’s remarks 
deserve attention. It is stated that a precise 
assessment of the results of Crompton Parkin- 
son is difficult, because what is described as 
** consolidated net income ” is shown after 
the transfer of a sum to specific reserves. 
If these are really reserves, says the Investors’ 
Chronicle, they form part of the profit. 
It continues: 

That they are in fact reserves, not pro- 
visions, for the purpose of the Companies 
Act is demonstrated by their inclusion in the 
balance sheet under the heading of revenue 
reserves ... this way of treating reserves 
can be criticised. So can the rr 
adherence to the old-fashioned method of 


deducting its dividend distributions at their 
gross amount, which means that the definitive 
entry for taxation is a good deal less than the 
full charge. Whatever the verdict on the 
group’s success in retaining the trading 
dynamism of earlier years, the accounts 
themselves leave room for further adaptation 
to modern practice. 


A Clear Picture 


As an example of good tabular presentation 
it is worth while reproducing part of the 
profit and loss account of Metropolitan 
Estate and Property. Starting from rental 
income, after deducting expenses, we get 
the following picture: 

£ £ 


501, 
Deduct: steed 


Interest on Debenture 
Stock and Loans— 
Gross 

Net Revenue before charging 
Taxation and Adminis- 
tration. . es 

Deduct: 

Taxation on profits for 
the year: 

Profits Tax .. 
Income Tax 


121,755 


Deduct: 
Provision for Leasehold 
Amortisation as 


Balance for the year avail- 
able for Appropriations 


Deduct: 
Dividend paid on Prefer- 
ence stock for year to 
September 30, 1951, 
less Income Tax .. 
Dividends on Ordinary 
Stock: 
Interim  divi- 
dend of 2} p.c. 
(actual) paid 
on June 15, 
1951, less in- 
come tax .. 20,409 
Final dividend 
of 3} p.c. (ac- 
tual) and bonus 
of 1 p.c. (ac- 
tual) proposed 
to be paid on 
December 13, 
1951, Jess in- 
come tax. . 36,737 
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With this method, holders of the Deben- 
ture, Preference and Ordinary issues can 
see at a glance the cover for their dividend. 
This is because the provision is deducted in 
the proper place and because the balance 


brought forward is not interpolated. An 
interesting accompaniment to the report is 
a five-year record showing how the com- 


pany’s assets and liabilities are compounded, 


Publications 


THE TRUSTEES’ HANDBOOK. By J. A. R. 
Finlay, M.A., Barrister-at-Law. (Sweet and 
Maxwell, Ltd. Price 10s. 6d. net.) 

This little book can be confidently recom- 
mended particularly to all accountant 
students and to those practising accountants 
who desire to refresh their minds on the 
duties, powers and liabilities of trustees and 
the mode of their appointment and 
retirement. 

Necessarily to a considerable extent the 
author has had to set out the whole or 
substance of many sections of the Trustee 
Act, 1925, but the method of approach 
adopted by the author is his own: and the 
reviewer found it both fresh and logical. An 
instance is that at the outset of the book 
disclaimer and retirement are dealt with 
before appointment. There is a judicious 
and up-to-date selection of cases, including 
Re Diplock, though considerations of space 
have presumably prevented the author from 
giving in the majority of instances even a 
short statement of the facts and the princi- 
ples involved. Brevity does not denote 
inaccuracy and the cases cited seem all to 
justify the corresponding statement in the 
text. Further, readers will be grateful that 
the year of the decision is given in addition 
to the relevant series of reports in which the 
case may be found—a modern practice 
which facilitates reference. 

Other respects in which the book will be 
found particularly valuable are the frequent 
references to the powers of beneficiaries 
where they are sui juris; and some useful 
points of practice. 

It is disappointing not to find an index of 
cases cited but if a further edition is called 
for (as one may hope) this is an omission 
which could be easily rectified. Also, while 
the book is evidently primarily intended for 
the private trustee, something more might 
have been said about trust corporations, 
particularly as some space is given to the 
Public Trustee. There are other points, 
perhaps more debatable. The author deals 
briefly with equitable apportionments. If 
this is justifiable (having regard to the space 
he has available) might not something also 
be said about other apportionments, e.g. 
under the Apportionment Act, 1870? Again, 
there are sections of the Trustee Act, 1925, 
which are notoriously difficult, such as 
Section 31. It is suggested that the author 
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should either deal with these somewhat 
more extensively or frankly state that the 
provisions are complicated and further 
references advisable in practice. Accoun- 
tants may feel that where the powers of 
trustees are fairly fully stated, a reference 
might have been made to express powers 
needed for carrying on a business. 

It is, however, always easy to differ from 
an author on points of selection. The fact 
remains there can be few students who 
would not learn a lot from this little book 
and most practising accountants would find 
it a useful and reliable guide. 

Ce Bes Bee 


HOSPITAL ACCOUNTANCY AND FINANCE. By 
Geoffrey A. Robinson. (Sir Isaac Pitman and 
Sons, Ltd. London. Price gos. net.) ° 

Mr. Robinson’s book is a very full 
review of the accounting and financial needs 
of hospitals under the National Health 
Service. In his preface he rightly refers to 
the difficulty of keeping pace with the spate 
of Ministerial pronouncements concerning 
Mr. Bevan’s turbulent child, but he provides 
ample evidence that he has successfully 
managed to master them all. The accurate 
and detailed text is exemplified by no less 
than 128 illustrations, ranging from a 
specimen invoice certification stamp to a 
set of costing statements complete with 
hypothetical figures. This book should 
serve both as a training medium for the 
student and as a useful work of reference for 
the practitioner in hospital finance. 

If there is a defect it is that the author, 
being attached to a London teaching 
hospital, has been rather more concerned 
with the accounting needs of one hospital 
than the more complex situation which 
obtains over most of the remainder of the 
country, where hospital management com-_ 
mittees control groups of hospitals (large, 
medium and small) from a central office. 
It is not, therefore, certain that the system 
he advocates, particularly in relation to 
departmental costing and stores control, 
could be applied very readily to a large 
hospital group without increasing the 
numbers employed in an already heavily 
staffed service. 

Hospital accountants will be particularly 
interested in the chapters on stores account- 
ing, departmental accounts, unit costs and 


the net asset value for each year of each fi 
of Ordinary stock, an analysis of earnings 
and appropriations, and a “ where the 
money goes” summary for the late; 
financial year. 


budgetary control, although this last 
chapter does not cover new ground to the 
extent the author would have us believe. 
As for costing, a good deal of research js 
being undertaken at the present time by a 
committee of regional treasurers and other 
hospital financial officers, the Nuffield 
Trust and King Edward’s Hospital Fund 
for London. Whether departmental costing 
will be the answer when these bodies have 
concluded their investigations remains to 
be seen. 

Besides dealing with hospital accountancy 
generally, Mr. Robinson’s book has chapters 
on such varied matters as endowment 
accounts, private patients and travelling 
expenses, as well as thirteen informative 
appendices. Chapter XVII contains a 
section on the important subject of mechan- 
ised accounts, but it is to be regretted that 
no information is given about the large-scale 
experiments in the application of punched 
cards to hospital accounts at present being 
undertaken in a number of regions, which 
may yet point the way to economy in 
hospital financial administration. Last, but 
no means least important, there is an 
adequate index. W. L. A. 


AuDITING. By the late Lawrence R. Dicksee. 
17th edition by Brian Magee. (Ge & (. 
(Publishers), Lid. Price 52s. 6d. net.) 

The 16th edition of this well-known work 
appeared in June, 1940, and it is not sur- 
prising to learn that developments since then 
have made necessary a thorough revision. 
The rights, duties and responsibilities of the 
auditor of a limited company under the 
Companies Act, 1948, now naturally 
receive much attention, and there is a full 
discussion of the provisions of the Act 
relating to disclosure in accounts presented 
to shareholders, with many references to the 
report of the Cohen Committee on Com- 
pany Law Amendment and to the Recom- 
mendations on Accounting Principles issued 
by the Institute of Chartered Accountants. 

To the chapters on special considerations 
in different classes of audits there have been 
added notes on the audit and accounts 
provisions of the various nationalisation 
Acts, the National Health Service Act, etc. 
There is also a full description of the 
Solicitors Accounts Rules, 1945. 

A feature of the work is the space given to 
appendices containing extracts from Statutes 
and Regulations (220 pages of small type) 
and from reports of cases concerning 
auditors’ liabilities (280 pages). The 
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Institute’s Recommendations are repro- 
duced in full. These appendices un- 
doubtedly make the book a valuable source 
of reference on the law relating to auditing 
wer a very wide field, but the average 
reader may feel that some of the reports on 
lesser-known cases, decided in conditions 
far different from those of today, might have 
been pruned without serious loss. 

Mr. Magee is to be congratulated on his 
thoroughness and on his authoritative 
comments on so many topics of interest to 
the auditor which have engaged attention in 
recent years. The new edition fully upholds 
the high reputation of its predecessors. 

A. T. M. 


AN EXAMINATION OF THE METHODS OF KEEP- 
ING RATEPAYERS’ ACCOUNTS IN ENGLAND 
anp WALES. By a Research Team of the 
Institute of Municipal Treasurers and 
Accountants. (Published~by the Institute at 
1, Buckingham Place, London, S.W.1. Price 
20s. net.) 

A COMPARATIVE EXAMINATION OF THE 
METHODS OF SCHEDULING ACCOUNTS AND 
EXPENDITURE ANALYsIs. By John Drury. 
(Published by the Institute of Municipal 
Treasurers and Accountants, at 1, Buckingham 
Place, London, S.W.1. Price 20s. net.) 

That it should publish two volumes at the 
same time is indicative of the activity of the 
Institute of Municipal Treasurers and its 
Research Committee. 

The first investigation sponsored by the 
Committee, on methods of keeping rate- 
payers’ accounts, was conducted by a 
research team of six, led by Mr. E. L. Jones, 
Borough Treasurer, Holborn. Whoever 
drew up such a long title for the book 
surely desired to match the zeal of the 
researchers, who tell us that their work 
covered the sifting and studying of answers 
to forty-nine questions in a questionnaire 
answered by 134 authorities. Such volumin- 
ous material is indicative of the immense 
interest taken in this branch of municipal 
book-keeping. This may occasion some 
surprise to those outside the municipal 
field, for the fact that for every rateable 
property there is a personal account with 
an arithmetical debit met by comparatively 
few credits—the payers of which can express 
neither whims nor foibles—will cause them to 
marvel that there is enough variety and suf- 
ficient procedural problems to warrant a full- 
scale inquiry. Even the researchers themselves 

such thoughts at the outset of their 

task, for they knew of no less fruitful field 

for research work than that of the keeping 

of Tatepayers’ accounts, a subject which is 

overshadowed by regulation, hallowed by 

tradition and having the same objective in 
every authority.” 

The correct approach to a work of this 
type is to read and re-read the short ending 


chapter ot general conclusions, for here, by 
forceful comment, the researchers illumine 
the important aspects of their problem. 
One cannot help but share their sorrows in 
that on many occasions their search for 
rhyme or reason in a particular process was 
met by the rebuff that tradition or the 
sanctity of custom was the only justification. 
Of the earlier chapters the non-municipal 
reader will enjoy most the review of the 
relative merits of manual and mechanical 
methods—both keyboard and punched 
card—and the tracing of accounting 
development. The work abounds with 
factual detail and is studded with excellent 
conclusions. The style is good. The book 
should certainly go a long way to bring in 
improved techniques. 

The general reader would like to have 
known how much the various systems cost to 
operate, so that he could assess achieve- 
ments and shortcomings. But this would 
probably be outside the scope of the 
treatise, for it is concerned with the taking 
of moneys into the local authority sector of 
the economy and not with the purposes to 
which the moneys are devoted. 

The work should be read not only by 
those responsible for keeping ratepayers’ 
accounts — much can be of value to 
those seeking answers to the problems of 
managing debtors’ accounts in bulk. 

The second study is virtually a monu- 
mental one-man effort. Mr. John Drury 
ably fulfils his terms of reference “ to 
examine the methods of making payments 
and analysing expenditure used by local 
authorities.” The reader should not be 
misled by such limited terms into thinking 
that there is little of interest. For by 
comparative evaluation, tabular comparison 
and factual comment, the author has 
produced a successful research, lucidly 
written and copiously illustrated. Being 
based on 120 completed questionnaires, 
there is no doubt that the results are well 
founded by fact. His survey shows the pros 
and cons of a great variety of systems. 

Like the first work, there is material here 
for study by those who rejoice in examining 
the specialised techniques involved in the 
use of mechanised methods, especially 
punched-card machinery. The write-up of 
four specimen punched-card scheduling 
and analysis systems, followed by a com- 
parative examination of six systems and 
rounded-off by a general review of the 
application of punched cards to expenditure 
analysis, is wealth of material in abundance. 
But what a pity Mr. Drury’s terms of 
reference did not permit inclusion of methods 
of costing analysis, which are discussed only 
when the general analysis system has the 
same pattern of treatment for cost and 
records! 

A foreword by the chairman of the Insti- 
tute’s Research Committee, Dr. A. H. Mar- 


shall, succinctly describes the affinity of the 
accounting arrangements of local authori- 
ties and commercial concerns, but points to 
the inevitable complications which are 
unknown to the commercial accountant and 
are usually disconcerting to him when he 
transfers to local government. We would 
share unreservedly Dr. Marshall’s comment 
that “ there could be no better sign of health 
in a professional association than a con- 
tinuous desire among its members critically 
to examine the organisation of humdrum 
tasks. For upon the successful performance 
of these, the quality of the profession’s 
contribution to the common weal depends, 
as much as upon the carrying out of more 
spectacular tasks.” 8. E. 


CASE LORE—LEAVES FROM THE NOTEBOOK 
OF A PROFESSIONAL ACCOUNTANT. By Ernest 
Evan Spicer, F.c.a. Illustrated by George 
Charity. (H.F.L. (Publishers), Lid., London. 
Price 215. net.) 

Readers of AccounTANcy know well, and 
have an abiding affection for, the characters 
created by Mr. Spicer in his Leaves, which 
appeared in this journal during the past 
two years or so, and are now gathered 
together within stiff covers. The numerous 
members of the Whiting family; the Rev. 
Stephen Collins, with his equal regard for 
his bank book and his flock; Mr. Crawley, 
the solicitor; and the rest of them, especi- 
ally Mr. Greatheart, the accomplished 
professional accountant; have all appealed 
widely and strongly to our readers, as 
correspondence from them amply shows. 
Mr. Spicer, renowned for his classic text- 
books on accountancy, has contrived to 
build around his set of very human charac- 
ters, stories and experiences which survey, 
as no dry recital of facts and figures could, 
some of the most intricate and difficult 
bypaths of accountancy, taxation and law. 
This journal counts itself as fortunate in 
having first published, and in continuing to 
publish, these amusing yet informative 
contributions, written in a style, the 
“* Spicer style,” so distinctive that it has a 
place entirely its own in accounting litera- 
ture. The present volume is humorously 
illustrated with seventeen drawings by 
Mr. George Charity. It forms the ideal gift 
from nephew or niece to accountant uncle. 

L. T. L. 


BOOKS RECEIVED 


LOCAL HEALTH SERVICES STATISTICS, 1949-50. 
(Institute of Municipal Treasurers and Accoun- 
tants and the Society of County Treasurers.) 

BUCKINGHAMSHIRE. Statistics of the county 
and of the county council and the borough 
and district councils in the county, 1951-52. 
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Letters to the Editor 


Tax Relief on American and Canadian 
Dividends 

Smr,—Many members must number 
among their clients individuals who derive 
dividends from the common stocks of 
United States or Canadian corporations. 
When such dividends are collected through 
bankers, the general practice is to deduct 
3s. in the £ for the oversea withholding tax 
and 6s. in the £ (up to April 5, 1951) in 
respect of United Kingdom income tax, 
making gs. in all on the gross shown on the 
banker’s certificate. 

The Share and Loan Department of the 
London Stock Exchange issues a_half- 
yearly list of oversea companies giving 
“the maximum rates . . . by reference to 
which relief from United Kingdom income 
tax may be claimed by shareholders in the 
United Kingdom.” 

Where the oversea rate exceeds 3s. 
the normal process of calculating the 
relief in respect of such American or 
Canadian dividends is laborious, so it may 
be helpful to readers to have the following 
formula, which is sufficiently formidable in 
itself, but does condense the stages of 
calculation which are otherwise necessary: 


Where N = Net dividend after with- 
holding tax. 
Where R = Rate of relief in pence per £. 
Where U = Rate of United Kingdom 
income tax, including sur-tax 
(if any) on highest bracket. 
Then net relief due after allowing for 
additional income tax and sur-tax (if any) 
is given by the formula: 


Net relief 
_ 36.U + 240.R — U.R. — 8,640 N 
204 (240 — R) 
ILLUSTRATION AND PROOF 
Gross 
per Oversea U.K. 
Voucher Tax Tax Net 
U.S. or Cana- 
dian dividend £240 £36 £72 £132 
36 - - = 
N= £204 
Relief rate assumed to be 6s. 8d. 
True 204 X (20s.) 
SiO 208. less 6s. Bd. 
Revised liability: 
£« d. 
306 at gs. =e 137 14 0 
Less: Credit 102 0 O 
Income tax due 35 14 0 
Income tax suffered 72 0 0 
Repayment if no sur-tax £36 6 o 
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Assuming no sur-tax liability is involved, apply- 
ing the formula the numerator becomes: 


36 x 108 + 240 x 80 23,088 
Minus 108 x 80 + 8,640 17,280 
Numerator 5,808 

5,808 ‘ 
Oe Ta £36 6 o 

Yours faithfully, 
A. S. A. 
London. 

December 13, 1951. 


Incorrect Declaration of Solvency 


Sir,—The problem raised by Mr. Saville 
Cohen in your December 1951, issue 
(page 459) points to what was a major 
defect in the Companies Act, 1929. The 
1948 Act has not supplied a remedy. In 
neither Act was any machinery provided 
for the removal of a members’ liquidator 
where a company, declared at first to be 
able to pay its debts in full within a stated 
period, is found unable to do so. 

In such an event the new Section 288 of 
the 1948 Act merely requires the liquidator 
appointed by the company to summon a 
meeting of creditors and lay before the 
meeting a statement of the assets and liabili- 
ties of the company. No directions are given 
in the Act as to any other proceedings at the 
meeting. There even appears to be no 
obligation on the liquidator to explain the 
figures. At the termination of the meeting 
the liquidator still continues in office with 
the added obligation only that in future he 
must report to creditors as well as members 
(Section 291). 

If the creditors wish to remove him their 
only sure course is to proceed to compulsory 
liquidation. In view of its extra cost and the 
delay involved creditors are often reluctant 
to have recourse to compulsory liquidation 
and it does seem unfair to them that they 
should otherwise be precluded from appoint- 
ing a liquidator of their own and not of the 
debtor company’s choice. 

There is Section 304 (2) which applies to 
all voluntary liquidations and which reads 
“The Court may, on cause shown, remove 
a liquidator and appoint another liquida- 
tor.” At first sight this Section might appear 
to implement Section 288 and provide a 
means of making effective some resolution 
of creditors that application be made to the 
Court for the removal of the liquidator. A 
little research, however, shows that Sec- 
tion 304 (2) is the modern equivalent of 
Section 141 of the Companies Act, 1862. 


It has long been part of company law and a 
definition of “cause shown” has been 
established. This definition, stated shortly, 
appears to relate to irregular conduct on the 
part of the liquidator. It might be a waste 
of time and law costs to make an applica. 
tion to Court under Section 304, as at 
present administered, unless the liquidator 
were guilty of irregular conduct. 

On the other hand the situation is not 
altogether without precedent. In the case 
of Rubber & Produce Investment Trust (1915) 
a liquidator was removed on the grounds 
that, against the wishes of the creditors, he 
proposed ‘to commence misfeasance pro- 
ceedings. 

If Section 304 could be invoked in aid of 
the obvious defect still left by Section 288, 
it would no doubt overcome the difficulty. 
It would still leave the weakness in the Act 
that it fails, without recourse to the Court, to 
give creditors the rights they would have had 
if the liquidation had been correctly com- 
menced as a creditors’ voluntary winding- 
up. 

Yours faithfully, 


D. MAnony, F.S.A.A. 
London, E.C.2. 
December 7, 1951. 


Smr,—Referring to the letter from Mr. 


Saville Cohen dealing with a members’ 


voluntary liquidation (December issue), I 
certainly thought that where it was felt the 
directors had been too optimistic about the 
ability to pay the debts in full within twelve 
months, the intention was to require a 
meeting to be held to enable the creditors 
to have their say and so put them in the 
position of controlling the liquidation as 
from that time including, if thought fit, the 
appointment of their own nominee to act 
in place of or jointly with the existing 
liquidator. Surely, that would constitute 
the only sensible way of looking at the 
problem. This was the view I formed before 
refreshing my memory about the provisions 
of Section 288. 

After reading your correspondent’s letter 
I made a close study of the provisions of the 
Act relating to winding-up and of the 
winding-up rules and I am bound to say 


, that I no longer feel that my original view 


can be justified. It also appears to me that 
the statement in Magnus and Estrin on the 
Companies Act, 1948 (second edition) on 
page 247, where it is stated that after the 
liquidator had summoned the meeting 
referred to in the Section “ the winding-up 
became to all intents and purposes 4 
creditors’ winding-up ” (See Section 292 
et seq.), is not entirely correct. : 
Section 288 is silent as regards what 1s t0 
happen if the liquidator has called a meeting 
of creditors but in my opinion it is clear that 
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the provisions of Section 293 cannot apply 
for the reasons given by the liquidator at 
the meeting to which your correspondent 
refers. It would also appear that by their 
terms Sections 294 and 297 are also in- 
applicable, and since Section 298 applies 
specifically to a creditors’ voluntary wind- 
ing-up (see Section 283 (4)) I consider 
that this Section also cannot apply. Of the 
group of Sections relating to creditors’ 
voluntary winding-up, only Sections 299 
and 300 apply in circumstances where 
Section 288 comes into operation (sec 
Section 291). It follows, therefore, that the 
only respect in which a members’ voluntary 
winding-up will be treated as a creditors’ 
voluntary winding-up in the circumstances 
under discussion will be that the liquidator 
will be obliged to call a meeting of the 
creditors as well as of the company at the 
end of each year during the continuance of 
the winding-up and upon its termination. 

In the main, therefore, I am in agreement 
with your correspondent’s conclusions, but 
I differ from him in his remarks about “‘ the 
door being left open to fraud.” Section 
283 (3) imposes a not  inconsiderable 
penalty in cases where a director has no 
reasonable grounds for believing that the 
company will be able to pay its debts in full 
within the period specified in the declara- 
tion, and furthermore lays the onus on the 
director, where a company does not pay its 
debts within the period, to establish that he 
had reasonable grounds for his opinion. 
There might also be grounds, in a flagrant 
case, for the institution of a prosecution in 
respect of the making of a false statutory 
declaration. 

I note that the liquidator in the case in 
question refused to consider any resolution 
of the creditors. With respect I submit that 
in making this ruling he erred, for surely the 
essence of a meeting is that resolutions 
should be put to the vote. It may well be 
that the creditors are not entitled, under the 
Section, to appoint a liquidator of their own 
choice, but surely they may, quite properly, 
record their views about the conduct of the 
winding-up, if this were to call for criticism. 
There would also be no reason, to my mind, 
why, if the circumstances justify this course, 
the creditors should not resolve that it was 
desirable that a winding-up petition should 
be presented. The advantage of such a step 
would be that the creditors as a body would 
thereby obtain the views of the meeting. 
If the resolution were passed, doubtless the 
creditors could agree amongst themselves 
who should take the initiative and then, as 
is indicated in Buckley on the Companies 
Act, 1948 (12th edition) at page 594, the 
appropriate remedy for creditors in cases 
where Section 288 applies may well be to 
Petition to have the company wound-up by 
the Court. 

In conclusion, although I cannot entirely 


agree with your correspondent’s strictures 
about the failings of the Act, yet I do con- 
sider that the position is not entirely satis- 
factory. To my mind, the creditors would 
be much helped if, in the circumstances, 
they had the right to appoint a liquidator 
of their choice either in substitution for or 
to act jointly with the liquidator appointed 
by the members. For this reason I consider 
that if and when the provisions of the Act 
come up for revision, then Section 288 is 
one of the Sections which should be recon- 
sidered with a view to amendment. Sec- 
tion 288 undoubtedly represents an advance 
over the provisions of the 1929 Act, but 
there is still room for further improvement 
in the interests of those who have the mis- 
fortune to be creditors in an insolvent 
winding-up with little or no prospect of 
their claims being met in full. 
Yours faithfully, 
ALBERT V. Hussy, F.S.A.A. 
London, E.C.2. 
December 7, 1951. 


Smr,—Mr. A. Saville Cohen raises the 
question of what happens where a company’s 
creditors are not paid in the period stated 
in a declaration of solvency. 

Section 288 of the Companies Act, 1948, 
provides only for the giving of information. 
It gives no powers to the creditors, nor does 
Section 291 (which provides for the holding 
of meetings under Sections 299 and 300) and 
the proceedings do not become those of a 
creditors’ voluntary winding-up. 

I think the position may be summarised 
as follows: 

(a) the liquidation is still a members’ 
voluntary winding-up although credi- 
tors’ meetings must be called as 
required in the Act (see the definitions 
in Section 283 (4) ). 

(6) unless sufficient cause can be shown to 
obtain removal of the liquidator (e.g. 
under Section 304) the appointment 
made by the members holds good. 
The creditors have no power of appoint- 
ment even if the first liquidator dies 
and the vacancy is to be filled. 

(c) there is no provision for a Committee of 
Inspection. 

(d) no provision is made for the creditors 
to control the liquidator’s remunera- 
tion although in certain circumstances 
it might appear equitable that they 
should do so. 

(e) creditors may still apply for a winding- 
up by the Court under Section 310. 

A new provision in Section 283 puts 
directors on the defensive by stating that it 
is presumed they acted unreasonably in 
making such a declaration of solvency unless 
they prove the contrary, and lays down 
penalties. 

It must be observed that Section 288 


applies to all cases where the liquidator is 
of the opinion that the debts will not be paid 
in full in the time stated. It is true that if 
there is a shortfall on realisation of assets or 
the creditors’ claims amount to more than 
was estimated then claims may not be paid 
in full at all, but the Section also covers cases 
of late, but sufficient, realisations where 
payment of debts in full is only deferred. 
No attempt :is made in the Act to give 
creditors more power but only to ensure that 
they are given information which may 
allow them as early an opportunity as 
possible of pursuing a legal remedy, where 
they have one already, in a proper case. It 
might be to the detriment of the members 
if creditors could take control without an 
application to Court and the hearing of the 
members’ case. 

There do not seem to have been opened 
any new doors to fraud where that is to be 
suspected. 

Yours faithfully, 
R. R. GRANTHAM, A.S.A.A. 

Romford, Essex. 

December 12, 1951. 


Sir,—The point raised by your correspon - 
dent, Mr. A. Saville Cohen, is an interesting 
and important one. We would submit, 
with the greatest respect, that the liquida- 
tor’s view is clearly wrong and the views 
expressed by those who disagree with him 
correct. The liquidator seems to have 
overlooked the effect of Section 291, which 
provides that where a meeting is called 
under Section 288, Sections 289 and 290 
are excluded and Sections 299 and 300 
apply in lieu thereof “ as if the winding-up 
were a creditors’ voluntary winding-up and 
not a members’ voluntary winding-up.” 

The remedy suggested by the liquidator, 
namely, a petition for a compulsory wind- 
ing-up is, of course, a remedy always open 
to the creditors, but it is not the sole remedy. 
The suggestion that the liquidator could 
not call a meeting of creditors for the 
purposes of a creditors’ voluntary winding- 
up is difficult to understand, since once a 
company is in liquidation it can act only 
through its liquidator, and if a liquidator 
summons a meeting, surely the meeting is 
in fact summoned by the company. In 
any case, by Section 245, which is extended 
to voluntary winding-up by Section 
303(1)(6), a liquidator has power “ to do 
all such other things as may be necessary 
for winding-up the affairs of the company 
and distributing its assets.” (Section 


245(2)(A)). 


Yours faithfully, 
S. W. Macnus, 
M. Estrin, A.S.A.A. 
London, E.C.4. 
December 14, 1951. 
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[It seems to us that Mr. Saville Cohen made 
out the case which he put forward in his letter 
in our last issue. Section 288 of the Act provides 
no machinery which brings into play all the 
careful provisions which were laid down in 
Sections 293 to 300, for a creditors’ voluntary 
winding-up. A few words inserted in Section 288 
would remedy the defect: the Section should 
provide that the procedure laid down by 
Sections 293 to 300 is to apply. We hope that 
when the Act is reviewed Section 288 will be so 
amended. 

We do not think it is correct to say that 
Sections 299 and 300 affect the argument, 
for these Sections deal only with meetings at 
the end of each year of the liquidation or the 
final meeting and dissolution of the company. 
We are unable to see that Section 245 is 
relevant or that a meeting called by the 
liquidator under Section 288 is a meeting of 
“ the company ” envisaged by Section 293. 

We understand from Mr. Saville Cohen that 
his phrase about the “ door being left open to 
fraud ” meant that the meeting could be packed 
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by friendly creditors who in number and 
amount could express their views that the 
liquidator should remain in office. If an 
application to the Court were then made for his 
removal or for a winding-up, the Court 
might dismiss the petition on evidence about 
what happened at the meeting. As Mr. Hussey 
says, there is always the right of a creditor to 
present a petition, but often there is some risk 
in doing so, and in incurring the expense; in 
practice creditors are usually reluctant to take 
this action.—Editor, AccouNnTANCy.] 


Repairs to Farm Buildings 

S1r,—I am very interested in the comment 
of your Taxation correspondent on page 428 
of the November issue regarding the 
repairs to farms being disallowed. Recently 
I have been dealing with a Schedule “ D ” 
computation on a farm and quoted to the 
Inspector the reference on page 273 of the 
October 1949 issue in which a similar 


Legal 


Combany Law—Restoration of Company to 
Register 

Section 353 of the Companies Act, 1948, 
prescribes machinery by which, if a com- 
pany defaults in filing proper returns, the 
Registrar of Companies may strike the 
name of the company off the register and 
publish notice of this in the London Gazette, 
with the consequence that the company 
becomes dissolved. By Section 353 (6), if a 
company or any member or creditor thereof 
feels aggrieved by the company having been 
struck off the register and makes applica- 
tion to the Court within 20 years of the 
publication of the notice in the London 
Gazette, the Court may, in certain circum- 
stances, order the name of the company to 
be restored to the register. 

In re M. Belmont & Co., Ltd. (1951, 
2 A.E.R., 898), a company was dissolved 
in August, 1949, under Section 353. At 
that time the Commissioners of the Inland 
Revenue had assessed the company to 
various taxes, but the assessments were 
under appeal. The Commissioners could 
not therefore claim to be “ creditors” of 
the company and could not proceed under 
Section 353 (6). Instead, they moved for an 
order under Section 352 (1), which provides 
that: 

Where a company has been dissolved, the 
Court may at any time within two years of 
the date of the dissolution, on an application 
being made for the purpose by the liquidator 
of the company or by any other person who 
appears to the Court to be interested, make 
an order . . . declaring the dissolution to 
have been void, and thereupon such pro- 
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Notes 


ceedings may be taken as might have been 

taken if the company had not been dissolved. 

The Commissioners were clearly ‘* persons 
interested ’”? and Wynn-Parry, J., held that 
the wording of Section 352 (1) was wide 
enough to give him jurisdiction to make the 
order asked and that there was nothing in 
Section 353 to cut down his jurisdiction. 


Executorship Law and Trusts—Compensation 
Sor Requisitioned Property Income, not Capital 

In re Pomfret’s Settlement (1951, 
W.N. 562), an estate had been settled by 
way of a strict settlement, the tenant for life 
not being impeachable for waste. A house 
included in the settled estate was requisi- 
tioned by the military during the war, and, 
when the requisitioning came to an end, 
the tenant for life was paid £7,000 as com- 
pensation under Section 2 (1) (5) of the 
Compensation Defence Act, 1939, which 
provides that the compensation is to be “a 
sum equal to the cost of making good any 
damage to the land ” during the period of 
requisition, no account being taken of fair 
wear and tear or of damage caused by war 
operations. 

The question before the Court was 
whether this £7,000, or any part of it, had 
to be treated by the tenant for life as capital. 
Wynn-Parry, J., said that if he had not been 
fettered by authority he would have held 
that part at least of this sum must be treated 
as capital: the damage done during the 
requisition had seriously depreciated the 
value of the house with the result that it 
realised less upon sale than it otherwise 


comment was made. I quote “. . . admitted 
as a deduction in the accounts where an 
owner-occupier elects to have relief in that 
way.” The Inspector would not agree to 
this, and upon reference to the Taxation 
Department of the National Farmer’ 
Union I was informed that this was a 
concession which had now been withdrawn, 
I should be interested to know whether your 
Taxation correspondent has had recent 


experience in this matter and could justify 


his contention. Your assistance would be 
appreciated as it would be of extreme value 
if the contention could be maintained. 


Yours faithfully, 
Norman Caws, 
Incorporated Accountant. 
London, W.1. 
November 21, 1951. 
[We comment on this letter in a Taxation 
Note on page 32.—Editor, AccounTancy.] 


would have done. However, he could not 
distinguish this case from the case of In 
re Williams’ Settlement (1922, 2 Ch, 
750), which had been decided under the 
Indemnity Act, 1920. Accordingly, he was 
bound by this authority to hold that the 
compensation could be treated by the tenant 
for life as income. 


Executorship Law and Trusts—Apportionment of 
Outgoings of Estate between Capital and Income 

Under the rule in Allhusen v. Whittell 
(1867, L.R. 4 Eq. 295), if residuary estate is 
settled on persons in succession, executors in 
ordinary circumstances must be treated as 
paying the debts and other outgoings on the 
estate with such portion of the capital as, 
together with the interest (less income tax) 
on that portion for one year, is sufficient for 
the purpose. 

In re Ullswater deceased (1951, 


* ACCOUNTANCY ” 
BINDING OF VOLUME 62 


The index to Volume 62 (January- 
December, 1951) is enclosed with this 
issue of ACCOUNTANCY. 

A grey binding case with white 
lettering will again be obtainable 
from T. Whittingham & Co., Ltd., 
Pixmore Avenue, Letchworth, Herts. 
They will bind subscribers’ copies at 
a charge of 15s., or supply the binding 
case at 5s., post free. Orders should 
be sent direct to T. Whittingham and 
Co., Ltd., with the twelve parts and 
the index, and it is requested that 
they be accompanied by the appro- 
priate remittance. 
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a 


W.N. 582) the question arose whether the 
nile was excluded by a clause which is 
commonly found in wills. In this case the 
exact words used by the testator were: “I 
direct that the income of such of the same 

ises as for the time being shall remain 
ynsold shall as well during the first year 
after my death as afterwards be applied as 
if the same were income arising from 
investments hereinafter directed to be made 
of the proceeds of sale thereof.”” Roxburgh, 
J, held that the rule in Allhusen v. Whittell 
was not excluded. 


Executorship Law and Trusts—Effect of Re-sealing 
Irish Grant in England 

After the death of a man domiciled in 
Northern Ireland his widow started an 
action in England as his “‘ administratrix.” 
At this time she had taken out letters of 
administration to his estate in Northern 
Ireland, but it was not until later that she 
obtained a grant of administration in 
England by having the Irish grant re-sealed. 
The defendants to the action applied to set 
aside the writ on the ground that the widow 
was not the administratrix at the date of 
the writ and therefore the action was a 
nullity. —The widow contended that the re- 


sealing in England had retrospective effect 
and related back to the date of the grant in 
Northern Ireland and therefore she was the 
administratrix at the date of the writ. In 
Burns v. Campbell (1951, W.N. 582), the 
Court of Appeal decided that the re-sealing 
had no retrospective effect and the action 
was a nullity. 

The practical importance of this decision 
was that the action included a claim for 
damages under the Fatal Accidents Act and 
such a claim can only be brought within 
twelve months of the death. As the time 
limit had already expired, the widow could 
not make this claim in a fresh action. 


Executorship Law and Trusts—Construction of 
Will on Printed Form with Two Residuary 
Bequests 

In re Gare, deceased (1951, W.N. 
564), the testator used a printed will form. 
After making several pecuniary legacies he 
wrote: “ The residue of my estate to be 
divided equally between St. Peter’s Church, 
Staines, and Oxford University.” The last 
printed portion of the will ran on: “I 
devise and bequeath all my real and 
personal estate not hereby otherwise dis- 
posed of ” and the testator added in his own 


THE SOCIETY OF 


Incorporated Accountants 


AN IMPORTANT INQUIRY 


Tue West or ENGLAND District Society 
of Incorporated Accountants held its annual 
dinner at the Royal Hotel, College Green, 
Bristol, on November 22. 

Mr. R. F. Emmerson, r.s.A.A., President 
of the District Society, presided. The 
company included the Lord Mayor of 
Bristol (Alderman R. F. Lyne, 0.3.£.) and 
the Lady Mayoress; Mrs. R. F. Emmerson; 
His Honour Judge E. H. C. Wethered, 
0.B.E.; Mr. C. Percy Barrowcliff, F.s.A.A. 
(President, Society of Incorporated Accoun- 
tants) and Mrs. Barrowcliff, and Mr. I. A. F. 
Craig (Secretary); the Sheriff of Bristol 
(Mr. Anthony Scull) and Mrs. Scull; the 
Mayor of Bath (Councillor R. W. Pearson) 
and the Mayoress; the Mayor of Wells 
(Alderman E. de M. Kippax); the Mayor 
of Taunton (Councillor F. G. Dowell); 
the Mayor of Weston-super-Mare (Alder- 
man T. W. R. Procter) and the Mayoress; 
His Honour Judge Paton; and representa- 
uves of professional bodies, education and 
commerce in the area. 


Mr. W. E. Wheatley, President of the 
Bristol Incorporated Chamber of Commerce 
and Shipping, proposing the toast of ** The 
City and County of Bristol,” said that the 
possession of more than 300 industries was 
indeed a record of which the city and the 
country at large might justly be proud. The 
docks system was a model of municipal 
enterprise, and had that rare distinction 
among municipally-owned enterprises of 
being efficient and profitable. 

The Lord Mayor of Bristol (Alderman 
R. F. Lyne), replying to the toast, stressed 
the need for local government to remain 
under local control. It was a matter which 
went to the root of social administration and 
social life. One of the most dangerous things 
that local authorities had done for a number 
of years was to try to get larger grants from 
the central authority. It was all very well 
to get a Government grant, but he who paid 
the piper called the tune, and when this 
happened local government very largely 
disappeared. 

His Honour Judge E. H. C. Wethered 


writing: “‘ my executors to deal with at 
their discretion.” 

The next of kin contended that the two 
bequests were inconsistent and that in 
accordance with the rule applicable to wills 
the latter must be preferred to the former 
(the rule applicable to deeds is the converse: 
the former words are preferred to the latter). 
Harman, J., however, held that the two 
bequests were not inconsistent: all that the 
testator meant was that, if for any reason 
any part of his estate had not been other- 
wise disposed of, then his executors were to 
deal with that part; the testator had in fact 
effectively disposed of the residue to the 
Church and the University, and the latter 
bequest had nothing upon which to act. 

His lordship was also asked to give 
directions about the disposal of the share 
which fell to the church. He directed that 
the proper authority to deal with this 
share was the parochial church council who 
were to use it only for church purposes 
connected with the services of the church 
and not for parochial purposes which might 
be other than religious in their nature: an 
agreement or scheme was to be approved 
by the Court before the money was paid 
over to the Council. 


proposed the toast of the Society of 
Incorporated Accountants and Auditors. 

Mr. C. Percy Barrowcliff, President of the 
Society of Incorporated Accountants, in 
response said that one of the pressing 
questions of the moment affecting the 
accountancy profession was that of the 
rapidly increasing price level and its effect 
upon their accounts. They were being 
challenged from many sides on the precise 
value to be attached to their accounts, 
because they were not wholly based on the 
current price level. 

That they could be challenged seemed in 
little doubt, for the results shown would be 
vastly different if the accounts were wholly 
based on current values. Their present 
accountancy conventions required that the 
charge for depreciation should be based on 
the original or historical cost of the asset and 
not on its replacement cost. As the replace- 
ment cost today might be anything from 
two to three times greater than the original 
cost, many industrialists found it difficult to 
understand why they did not consider this 
replacement cost a more realistic basis for 
measuring the amount of depreciation than 
the original cost. Surely, they said, business 
was a continuing process and therefore 
replacement of worn-out assets must be in 
the natural order of things to ensure con- 
tinuity. In fact replacement was essential 
to a continuing business. That being so, was 
it not obvious that replacement was a 
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running cost and expense directly related to 
the cost of carrying out the replacement? 

If the replacement cost varied little from 
the original cost, as had been their experi- 
ence in this country until more recent years, 
then the use of the original cost basis made 
little difference in the result. But where, as 
was now the case, there was a wide differ- 
ence between these two costs, the use of the 
original cost basis was clearly inconsistent 
with the principle of a continuing basis. 

Mr. Barrowcliff asked where accountants 
stood in maintaining a procedure or con- 
vention which appeared to overstate the 
real profit of a business and also failed to 
protect or maintain the capital. Were they 
not put upon serious inquiry? He would 
say yes, most definitely. 

They were sticking to a conventional 
method of determining profits which clearly 
seemed to include a certain amount of 
capital in the guise of profit. What was 
more, this wastage of capital (replacements 
not made good out of revenue) was being 
fully taxed as profit. A heavier burden was 
being placed on industry and commerce 
than would justly fall upon them if the real 
profits only were assessed. He had no 
hesitation in saying this was a serious, if not 
grave, situation. 

The effects of the use of conventional 
profit statements extended far beyond 
taxation. They affected the legality of 
dividends, the formation of public opinion 
upon profits, prices and wages, and govern- 
ment policy regarding price regulation and 
limitation of profits, among other things. 
The correct measurement of real profit was 
vitally important, as these instances of the 
use of profit statements clearly showed. 

Although he spoke for himself, he was 
supported by a number of his colleagues on 
the Council, in saying that the time had 
come for the profession to take serious note 
of the substantial increase in the price level 
and to adjust the present accountancy con- 
ventions to meet as far as was possible the 
changed circumstances of the time. Events 
were catching up with them and, he was 
afraid, were tending to discredit their 
existing conventions, Time was passing and 
the accountancy profession must not delay 
any longer in facing this issue realistically 
and fearlessly. 

The Council of the Society had gone so 
far as to initiate an immediate inquiry into 
this whole matter. The object was to 
discover workable recommendations accept- 
able to both the business community and 
the accountancy profession. 

The toast of ‘* The University of Bristol ” 
was proposed by Mr. H. W. Brand, .a. 
(Director of Education, City of Bath), and 
was responded to by Professor R. C. Tress 
(Professor of Political Economy, University 
of Bristol). 

During the evening a silver cigarette case 
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was presented to Mr. F. P. L. Roberts, who 
recently retired from the position of honor- 
ary secretary, which he had held for 25 
years. 


EXTRAVAGANCE IN GOVERNMENT 


THE DINNER OF THE INCORPORATED ACCOUN- 
tants’ District Society of Devon and 
Cornwall was held at the Grand Hotel, 
Plymouth, on November 23. Mr. K. E. C. 
Budge, F.s.A.A., President of the District 
Society, presided and the guests included 
the Lord Mayor of Plymouth (Alderman 
Randolph H. Baker, j.p.); Mr. C. Percy 
Barrowcliff (President of the Society of 
Incorporated Accountants) and Mr. I. A. F. 
Craig (Secretary); Alderman Sir Clifford 
Toyer, j.P., the Mayor of Totnes (Mr. C. S. 
Jacka), Mr. L. Barford, m.a. (President, 
Association of H.M. Inspectors of-Taxes), 
Mr. E. Vosper (Vice-President, The Incor- 
porated Law Society of Plymouth), Mr. 
J. R. Baker (managing director, E. Dingle 
and Co., Ltd.), and Mr. J. C. Abbott (hon. 
secretary, Plymouth and District Institute 
of Bankers). 

In proposing the toast of “‘ The City of 
Plymouth,” Mr. S. G. T. Holmes, Vice- 
President of the Incorporated Accountants’ 
District Society of Devon and Cornwall, 
paid tribute to the splendid spirit of sturdy 
independence which had been proved 
throughout history, not least in the years of 
heavy air attacks, and was still being proved 
in the rebuilding of the city. In spite of 
shortages and restrictions, Plymouth was 
obviously going to be a model city for this 
country and for Western Europe. 

The Lord Mayor of Plymouth (Alderman 
Randolph Baker), responding, said that 
Mr. Holmes, in coming to Plymouth from 
London, had come nearer to the heart of 
England. The city’s accountants, together 
with its commerce, were the custodians of 
its future prosperity. With the knowledge 
they accumulated in their practices, they 
could do much to assist the city council in 
its efforts to re-establish Plymouth as the 
metropolis of the South-West. He suggested 
that the accountants should set up a small 
sub-committee to consider developments in 
the city, and express their views to the 
council when they considered it appropriate 
todoso. Their services would be welcomed. 


Alderman Sir Clifford Tozer, chairman’ 


of the Reconstruction Committee of Ply- 
mouth City Council, proposed the toast of 
** The Society of Incorporated Accountants 
and Auditors.” He expressed regret at the 
absence through illness of Mr. P. D. Pascho, 
F.S.A.A., secretary of the District Society. 
Mr. Pascho had also shown himself to be a 
person of great usefulness in the short time 
he had been a city councillor. Sir Clifford 
mentioned that the Society’s headquarters 
on the Victoria Embankment were origin- 


ally the home of the father of Lord Astor 
associated for so many years in a glorioys 
way with Plymouth. 

The accountancy profession was one in 
which he placed absolute confidence, [js 
members were a tremendous asset to the 
individual, to commerce and to the Govern. 
ment. In any new difficulties which might 
arise the city would look once again to the 
accountants for help. 

Mr. C. Percy Barrowcliff, F.s.a.4,, 
President of the Society of Incorporated 
Accountants, responding, said that there 
was no easy road to the high qualification of 
the Incorporated Accountant, and that was 
exactly as it should be. Only by the 
exercise of the highest degree of skill, 
integrity, and independence could the 
profession’s great responsibility in the 
economic life of the country be carried 
successfully. . 

Mr. Barrowcliff went on to criticise 
expenditure by and under the control of the 
Government. It placed burdens on industry 
and commerce and was gradually crushing 
the life out of business, as well as killing 
initiative and enterprise. Expenditure today 
seemed to be decided on the principle of 
desirability rather than on the capacity to 
pay. 

During the past few years they appeared 
as a community to have lost sight of the 
necessity for planning their expenditure with 
an eye on the income available to meet it. 
Individuals understood this necessity quite 
well, They knew that the bankruptcy court 
faced them if they persisted in spending more 
than their income. Was it not strange, 
therefore, that there were so many people 
who ignored that elementary truth 
when it concerned the national income? 
There was little room for doubt that the 
country had overspent. The present situa- 
tion had arisen because people seemed to 
think that the country as a whole could act 
entirely differently from what they them- 
selves could do as individuals. There must 
be a curtailment of Government expendi- 
ture. Extravagance of ideas and of adminis- 
tration had simply got to stop before bank- 
ruptcy stared them in the face. 

Mr. Barrowcliff extended to all members 
of the District Society the greetings and 
thanks of his Council. They were apprecia- 
tive of all the work which was being success- 
fully carried out in Devon and Cornwall. 
He hoped that the District Society would 
continue with renewed strength and rise t0 
even greater heights of achievement. 

The chairman proposed the toast of 
“The Guests.” The response was by 
Mr. L. Barford (President, Association of 
H.M. Inspectors of Taxes), Mr. J. R. Baker 
(managing director of E. Dingle and Co, 
Ltd., Plymouth), and Mr. Ernest Vosper 
(Vice-President of the Incorporated Law 
Society of Plymouth). 
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THE FUNCTIONS OF ACCOUNTANTS 


[HE BIENNIAL DINNER OF THE INCORPORATED 
Accountants’ District Society of Yorkshire 
yas held at the Queen’s Hotel, Leeds, on 
December 6, under the chairmanship of the 
President, Mr. E. Emmerson. A 
gathering included the Lord Mayor of 
leeds (Lieut.-Colonel F. E. Tetley, p.s.0.); 
the Mayor of Huddersfield (Councillor 
George B. Jones, M.B.E., J.P.); His Honour 
Judge Stewart; Mr. C. Percy Barrowcliff 
President of the Society of Incorporated 
Accountants) and Mr. I. A. F. Craig 
(Secretary); Professor J. H. Richardson 
and Professor A. J. Brown (University of 
leeds); Mr. E. V. Roberts, B.coM., A.c.A. 
(Principal, Leeds College of Commerce); 
and other representatives of the professions, 
commerce, education and the Inland 
Revenue. 

The Mayor of Huddersfield (Councillor 
George B. Jones) proposed the toast of 
“The City of Leeds.” He questioned 
whether accountancy was a science or an 
at. He was inclined to regard it as a 
sence because it produced order out of 
chavs. As one engaged in applying science 
to everyday affairs he could not, however, 
work with the halfpenny-minded attitude 
of some accountants. (Laughter.) As a 
scientist he had to be satisfied with approxi- 
mations. 

The Lord Mayor of Leeds (Lieut.- 
Colonel F. E. Tetley, p.s.o.), in response, 
said it was a pity that accountants were 
called more and more to advise clients on 
matters of taxation. He understood that 
that was the mainstay of many small firms. 
Such work might be forced upon them, but 
he hoped that the profession would never 
lose sight of its original aims—to see that 
a business was kept as efficient as possible, 
and to guarantee to the outside world that 
the accounts were honest. “* We look to you 
to keep us straight,” he added. 

Mr. E. V. Roberts, B.COM., A.C.A., 
Principal of the Leeds College of Commerce, 
proposed the toast of “The Society of 
Incorporated Accountants.” Mr. Roberts 
said that some people deplored the dis- 
appearance of the relatively leisured class 
through taxation, but in going about the 
country he was assured that never was so 
much voluntary work done by professional 
men as was the case today. He welcomed 
the growing co-operation between the 
Society and the Institute of Chartered 
Accountants. There was plenty of room for 
both bodies. There was healthy rivalry 
between them, but if at any time there 
should be pressure likely to endanger the 
Prestige which they had built up and of 
which they were proud, they would join 

to resist. 

Mr. C. Percy Barrowcliff, President of the 


Society of Incorporated Accountants, jn his 
reply to the toast said that no one, as yet, 
had been able to devise the necessary 
machinery to bring nationalised industries 
under proper control. If they were to con- 
tinue means must be found to get the same 
economy and efficiency in their control and 
supervision as was found in private enter- 
prise. In concluding, Mr. Barrowcliff paid 
tribute to the Yorkshire Post for rendering 
signal service in a recent case by its fearless 
insistence on the disclosure of information of 
public concern. It would be a matter of 
grave consequence if nationalised industries 
could act as a law unto themselves, and 
avoid reasonable control and supervision. 

The toast of “‘ Our Guests and Kindred 
Professions” was proposed by Mr. E. 
Emmerson, President of the Yorkshire 
Society. Professor A. J. Brown (Leeds 
University) and Major R. F. Quirke, 
Chairman, Royal Institution of Chartered 


Surveyors (Yorkshire), responded. 


EVENTS OF THE MONTH 


JANUARY 4 

Birmingham: ‘‘ Documentary Credits,” by 
Mr. W. E. Dawson, CERT.A.1B., A.M.ILEX. 
Law Library, Temple Street, at 6.15 p.m. 

Grimsby: “* Consolidated Accounts,” by 
Mr. J. Palmer, a.c.a. Arranged by Hull 
and District Society, North Lincolnshire 
Regional Committee. Chamber of Com- 
merce, 77, Victoria Street, at 7.30 p.m. 

JANUARY 7 

Coventry: Debate with Chartered Accoun- 


tant Students. Arranged by Birmingham 


District Society. 

January 8 

Dublin: “ Sur-tax Problems,” by Mr. C. J. 
Dalton, F.s.A.A. Students’ meeting. Jury’s 
Hotel, Dame Street, at 6.15 p.m. 

Dudley: Discussion group—“ Statement of 
Affairs and Deficiency Account of 
Limited Company.” Arranged by Bir- 
mingham District Society. Dudley and 
Staffordshire Technical College, Broad- 
way, at 7 p.m. 

: “ Current Economic Problems,” 
by Mr. A. R. Ilersic, B.com. Gas Under- 
taking Demonstration Room, at 6.30 p.m. 

JANUARY 9 

London: “‘ Orders and Invoicing.” Dis- 
cussion introduced by Mr. H. W. Broad, 
A.s.A.A. Incorporated Accountants’ Hall, 
W.C.2, at 6 p.m. 

Preston: “* Partnership Accounts,” by Mr. 
A. E. Langton, LL.B., F.C.A., F.S.A.A. 
Preston and County Catholic Club, 
Winckley Square, at 7.30 p.m. 

ton: ‘Current Economic Prob- 
lems,” by Mr. A. R. Ilersic, B.com. 


JANUARY 10 

Bournemouth: ‘‘ Current Economic Prob- 
lems,” by Mr. A. R.° Ilersic, B.com. 
Wedgwood Restaurant, Albert Road, at 
6.30 p.m. 

Sheffield: “‘ Recent Developments in the 
Law and Practice of Auditing,” by Mr. 
A. E. Langton, LL.B., F.C.A., F.S.A.A. 


JANUARY II 

Birmingham: “ Capita) Allowances on Plant 
and Machinery,” by Mr. D. W. Johnson, 
H.M. Inspector of Taxes. Law Library, 
Temple Street, at 6.15 p.m. 

Brighton: Dinner. 

Hanley: “ Accounting in Industry,” by 
Mr. J. J. Elsden, a.s.A.A. Town Hall, at 
6.30 p.m. 

Manchester: “Income Tax,” by Mr. 
N.D.B. Robinson, + a.s.a.a. Students’ 
meeting (Intermediate). Incorporated 
Accountants’ Hall, go, Deansgate, at 
6.30 p.m. 


JANUARY 14 

Middlesbrough: ‘ Practical Points in Taxa- 
tion,” by Mr. H. A. R. J. Wilson, F.c.a., 
F.S.A.A. Café Royal, Linthorpe Road, at 
6.30 p.m. 

Sheffield: “* Britain’s Financial Position,” by 
Mr. R. F. Harrod, Lecturer in Economics 
at Oxford University and Joint Editor of 
the Economic Journal. 


JANUARY 15 

Leeds: “Back Duty—the Technique of 
Investigation,” by Mr. J. W. Walkden, 
A.8.A.A. Hotel Metropole, at 6.15 p.m. 

Liverpool: ‘* The History and Machinery of 
Lloyd’s” by Mr. A. C. Dabbs, retired 
Secretary of Lloyd’s Underwriters’ Non- 
marine Association. Incorporated Ac- 
countants’ Hall, 25, Fenwick Street, at 
5-30 p.m. 

Newcastle-upon- Tyne: “ Important Cases and 
Practical Points in Taxation,” by Mr. 
H. A. R. J. Wilson, F.c.A., F.S.A.A. 52, 
Grainger Street, at 6.15 p.m. 


January 16 

Nottingham: “ Economics,” by Mr. R. W- 
Moon, B.uiTT., A.c.A. Reform Club, 
Victoria Street, at 6.30 p.m. 


JANUARY 17 

Balfast: “ Executorship Law,” by Mr. J- 
Linahan, a.s.A.A. 13, Donegall Square 
West, at 7 p.m. 

Coventry: “* The Auditor’s Duties under the 
Companies Act, 1948,” by Mr. W. G. A. 
Russell, F.s.A.A. Chamber of Commerce, 
Queen Victoria Road, at 7.30 p.m. 


January 18 

Birmingham: “ The Relationship of Cost and 
Financial Accounts,” by Mr. F. T- 
Hunter, A.c.A., A.c.w.A. Joint meeting 
with Students’ Section of Birmingham 
Branch of the Institute of Cost and Works 
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Accountants. Chamber of Commerce, 
New Street, at 6.30 p.m. 

Bradford: ‘“‘ Amalgamations, Reconstruc- 
tions and Absorptions,” by Mr. W. T. 
Dent, A.c.A. Liberal Club, Bank Street, 
at 6.15 p.m. 

Hull: Students’ ten-minute papers. Church 
Institute, Albion Street, at 6.15 p.m. 

Wolverhampton: Lecture arranged by Bir- 
mingham District Society. Molyneux 
Hotel, North Street, at 6.15 p.m. 


JANUARY 19 

Manchester: “Death Duties from the 
Practising Accountant’s Point of View,” 
by Mr. J. Linahan, a.s.a.a, Joint meeting 
with the Manchester Society of Chartered 
Accountants. Incorporated Accountants’ 
Hall, 90, Dearszate, at 6 p.m. 

Southend-on-Sea: ** Procedure in Bank- 
ruptcy,” by Mr. O. Griffiths, M.a., LL.B., 
Barrister-at-Law. Arranged by London 
Students’ Society, Southend Branch. 
Chamber of Trade, 33, Victoria Avenue, 
at 10 a.m. 


JANUARY 21 

Leicester: “‘ Finance Act, 1951, and Recent 
Taxation,” by Mr. A. Stuart Allen, 
F.S.A.A. Bell Hotel, Humberstone Gate, 
at 6 p.m. 

Sheffield: ‘* Retirement Benefit Schemes,” 
by Mr. P. R. Cahill, o.8.r. 


JANUARY 23 

Dublin: “ Auditing and Some Practical 
Points,” by Mr. R. P. J. Smyth, F.s.a.a. 
Students’ meeting. Jury’s Hotel, Dame 
Street, at 6.15 p.m. 

Swansea: “‘ Foreign Affairs—1952,” by Mr. 
Bernard Newman. Mackworth Hotel, at 
6.45 p.m. 


JANUARY 25 

Birmingham: Discussion group. Law Library, 
Temple Street, at 6.15 p.m. 

Grimsby: “* Foreign and Branch Account- 
ancy,” by Mr. H. C. Cox, F.c.a. Arranged 
by Hull and District Society, North 
Lincolnshire Regional Committee. 
Chamber of Commerce, 77, Victoria 
Street, at 7.30 p.m. 

Manchester: “Income Tax,” by Mr. 
N. D. B. Robinson, a.s.a.a. Students’ 
meeting (Intermediate). Incorporated 
Accountants’ Hall, go, Deansgate, at 
6.30 p.m. 

Newcastle -upon- Tyne: “Costing,” by Mr. 
J. W. Fewlass, a.c.w.a. 52 Grainger 
Street, at 6.15 p.m. 

Nottingham: “ Profits Tax,” by Mr. L. A. 
Hall, a.c.a., A.s.A.A. Reform Club, 
Victoria Street, at 6.30 p.m. 


JANUARY 29 
Leeds: Mock company meeting. Hotel 
Metropole, at 6.15 p.m. 


JANUARY 30 
Truro: “ Insolvency,” by Mr. A. V. Hussey, 
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F.S.A.A. Mock creditors’ meeting. 
Arranged by Devon and Cornwall Dis- 
trict Society. Mansion House, at 6.30 
p.m. 


JANUARY 31 

Bradford: “‘ The Valuation of Shares in 
Private Companies,” by Mr. W. W. Bigg, 
F.C.A., F.S.A.A. Liberal Club, Bank Street, 
at 6.15 p.m. 

Coventry: Discussion group. Chamber of 
Commerce, Queen Victoria Road, at 
7.30 p.m. 

Exeter: “‘ Insolvency,” by Mr. A. V. Hussey, 
r.S.A.A. Mock meeting of creditors. 
Farmers’ Union Offices, Osborne House, 
Clock Tower, at 6 p.m. 

West Hartlepool: ‘* Balance Sheet Investiga- 
tions and Reports,” by Mr. R. Glynne 
Williams, r.c.a. Arranged by Newcastle- 
upon-Tyne and District Society. Grand 
Hotel, at 6.30 p.m. 


FEBRUARY I 

Birmingham: ‘“‘ Mercantile Law—Sale of 
Goods,” by Mr. C. L. Lawton, M.sc., 
Barrister-at-Law. Law Library, Temple 
Street, at 6.15 p.m. 

Manchester: “ Profits Tax,”’ by Mr. J. S. 
Heaton, F.s.A.A., Chairman of the Incor- 
porated Accountants’ Research Taxation 
Committee. Students’ meeting (Final). 
Incorporated Accountants’ Hall, go, 
Deansgate, at 6.30 p.m. 

Newcastle -upon- Tyne: “Balance Sheet 
Investigations and Reports,” by Mr. 
R. Glynne Williams, r.c.a. 52, Grainger 
Street, at 6.15 p.m. 

Plymouth: “Insolvency,” by Mr. A. V. 
Hussey, F.s.A.A. Mock meeting of credi- 
tors. Law Chambers, Princess Square, 
at 6 p.m. 

Preston: Dinner. 

FEBRUARY 4 

Sheffield: “‘ Accounting—Diagnosis or Post 
Mortem? ” by Mr. P. G. James, B.coM., 
F.S.A.A., member of the Research Manage- 
ment Committee. 

FEBRUARY 5 

Dudley: “‘ Banking,” by Mr. A. J. W. Hall, 
A.LB. Dudley and Staffordshire Tech- 
nical College, Broadway, at 7 p.m. 

FEBRUARY 7 

Hull: “ Insolvency,”” by Mr. A. V. Hussey, 
F.S.A.A. Students’ meeting. Church 
Institute, Albion Street, at 6.15 p.m. 

Nottingham: “* Punched Card Accounting ”’ 
(illustrated by sound films), by Mr. 
L. Winter, Powers-Samas Accounting 
Machines, Ltd. Reform Club, Victoria 
Street, at 6.30 p.m. 

FEBRUARY 8 

Birmingham: ‘‘ Current Mercantile Law,” 

by Professor Hugh Goitein, LL.p., M.com. 
Joint meeting arranged by University of 
Birmingham Accounting Society. Mason 
Theatre, the University, Edmund Street, 
at 6.30 p.m. 


Bradford: ‘‘ Double Taxation,” by My 
P. F. Hughes, 4.s.A.A., A.c.1.8. Liberal 
Club, Bank Street, at 6.15 p.m. 

Cardiff: “‘ Executorship and Trusts,” by 
Mr. J. Linahan, a.s.a.a. Park Hotel, at 


7 p.m. 
Manchester: “‘ Costing,” by Mr. § ¢ 

Roberts, F.c.w.A. Students’ meeting 

(Intermediate). Incorporated Accoyp. 


tants’ Hall, go, Deansgate, at 6.30 p.m, 


DISTRICT SOCIETIES AND BRANCHES 


LONDON 

ARRANGEMENTS ARE BEING MADE FOR 
informal meetings to be held at Incorporated 
Accountants’ Hall at 6 p.m. on the following 
Wednesdays during 1952: January 9, 
February 13, March 12, April 9, May 14. 

The subjects chosen for discussion at these 
meetings will relate mainly to the day-to-day 
problems of the member in industry. Each 
will be introduced by a member in a ten- 
minute paper, which will be followed bya 
general discussion. 

Topics to be dealt with will include: 

** Orders and Invoicing ”’—Mr. H. W. 
Broad (Pinchin Johnson and Associates, 
Ltd.) 

** Internal Audits *—Mr. F. W. Burton 
(British Transport Commission). 

‘“* The Cash Budget ”—Mr. D. J. Muskett 
(British Schereing, Ltd.). 

** Practical Difficulties in Standard Cost- 
ing ”’—Mr. S. L. Pleasance (Parnall 
(Yate), Ltd.). 

“‘The Case Against Flexible Budgeting”— 
Mr. David Brown (Mars, Ltd.). 


LONDON STUDENTS’ SOCIETY 
PRE-EXAMINATION COURSES 


SEPARATE PRE-EXAMINATION COURSES FOR 
Intermediate candidates and for Final 
candidates will be held at Ashridge College, 
Berkhamsted, in April 1952. The courses 
will run concurrently from Wednesday, 
April 23 to Tuesday, April 29. 

Lectures | relating to Part I of the Final 
examination will be confined to the first 
half of the course, and lectures relating to 
Part II will be delivered during the second 
half. 

Although application forms will only be 
sent to members of the London Students 
Society, members of other student societies 
are cordially invited to attend. 

Full details, including the syllabus of 
lectures and the cost to each student, will 
be published in the February issue of 
ACCOUNTANCY. 


LUTON AND BEDFORD BRANCH 
At a meeting held on November 26, 195!) 
the following were elected as members 
the Committee: Chairman, Mr. T. BR. 
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+ Mr Mi Keens, A.C.A., A.S.A.A.; Committee, Mr. 
iberal Mf. J. Frary, 4-8.A.4., Mr. R. J. D. Thomp- 
gn, AS-AA., Mr. J. Cerasale, and Mr. 
” ,. A. W. Jordan; Honorary Secretary, 
tel, at ME Mr. R. E. Wright, a.s.a.a., 11, George 
Sreet West, Luton, Beds. 
. 
a SOUTHEND-ON-SEA BRANCH 
Coun- #% \ Dinner-Dance will be held at the 
m. Westcliff Hotel on Saturday, February 9. 
\Members of the parent Society and student 
HES ( uembers who have not received full details 
__ #3 we invited to apply to the Honorary 
Secretary, Mr. E. H, R. Martin, F.s.a.a., 
ror 13, Cambridge Road, Southend-on-Sea. 
‘ated 
wing IRISH BRANCH 
' 9 Tat CouncIL OF THE Society oF INcoR- 
4 porated Accountants in Ireland has been in 
hese correspondence with the Incorporated Law 
~day HM Society of Ireland with reference to the 
“ach #@ preparation of memoranda and articles of 
ten- 9 association for companies. The Council is 
bya MM advised that a member of the Society of 
Incorporated Accountants in Ireland who 
prepared a memorandum of association and 
W. #@ articles of association would not, by so 
ites, doing, be infringing the law, but the 
Council is nevertheless of opinion that a 
‘ton Hi member should not draft or settle the 
documents in final form, any suggestions he 
kett TH makes being with a view to assisting the 
legal advisers responsible for putting them 
nv into legal form. 


ANNUAL REPORT 
This is the Jubilee year of the Irish 
Branch, which was formed as the Socié¢ty of 
Incorporated Accountants in Ireland in the 
year 1901. 

The Society in Ireland has lost one of its 
oldest and most valued members through 
the death in June, 1950, of Mr. T. Condren 
Flinn, who was a very active member. Mr. 
Flinn was the Hon. Auditor of the Irish 
Branch for many years. 

The recent death of Mr. Frederick Dall 
Gray of Coleraine is also noted with great 
regret. 

A Jubilee Prize Fund has been established 

by subscription amongst the members, 
supplemented from the accumulated funds 
ofthe Branch. It is intended to award two 
prizes annually of £15 and £10 respectively 
to the best Irish Final and Intermediate 
candidates who pass the examinations in 
each year; the first prize to be awarded for 
the 1951 Examinations. 
The Branch Council extended an invita- 
ton to the parent Society to hold a Con- 
frence in Dublin from June 13 to 16, 1951. 
We were pleased to welcome the President 
of the Society and his wife, Mr. and Mrs. C. 
Percy Barrowcliff, and many members from 
Great Britain. We are satisfied that it has 
Proved a successful and enjoyable event. 


, 


ff 


The membership of the Society in Ireland 
is now 285, an increase of 14, comprising 
74 Fellows and 211 Associates. In addition, 
there is a large number of student members. 

The examinations of the Society were 
held as usual in Dublin and Belfast in May 
and November, 1950. It is regretted that 
the improvement in the results from the 
Irish centres noted in the last report has not 
been maintained, except in the Intermediate 
Examination. The decline in the percentage 
of passes has been general, both in Great 
Britain and in Ireland. 

The usual programme of lectures and 
other meetings was carried out by the three 
Students’ Societies at Dublin, Belfast and 
Waterford. The Council would be glad to 
give assistance in the formation of Students’ 
Sections in other centres. 

An Incorporated Accountants’ ball organ- 
ised by the local Students’ Society was held 
in Belfast Castle in November, 1950. The 
annual dance of the Dublin Students’ 
Society was held early in 1951. 

The annual golf outing, attended by 
members from the North and South, took 
place at Baltray, a trophy presented for 
competition being won by the Southern 
team by a very narrow margin. 

The Belfast and District Society held a 
successful annual dinner in November, 

1950. 

A committee has been formed by the 
Attorney-General to study company law 
reform in the Republic of Ireland and to 
make recommendations. The Society is 
represented on the committee by the 
President, Mr. Mervyn Bell, and the Vice- 
President, Mr. W. L. White. 

His colleagues on the Council have 
received with much regret the resignation of 


Mr. Norman Booth of Belfast, who is~ 


obliged to limit his activities. Mr. Booth 
has served as a member of the Council since 
1923, and held the office of President of the 
Irish Branch in 1925-6, and again in 1934-5. 
The Society acknowledges its deep gratitude 
to Mr. Booth for his long and valued 
service. 

To fill this vacancy, the Council has co- 
opted Mr. William Keith, of Belfast. 


SOUTH OF ENGLAND 


THE ANNUAL GENERAL MEETING WAS HELD 
on November 14. 

The following officers have been 
appointed: President, Mr. L. A. Jarvis, 
A.S.A.A.; Vice-President and Hon. Secre- 
tary, Mr. C. J. B. Andrews, r.s.A.A.; Hon. 
Treasurer, Mr. S. G. Peach, F.s.A.A.; 
Committee: Mr. H. J. Bicker, F.s.a.a., Mr. 
E. J. Waldron, r.s.a.a., Mr. B. A. Apps, 
A.S.A.A., Mr. A. J. Palmer, rF.s.a.a., Mr. 
H. E. Marshall, a.s.a.a., Mr. R. G. Booth, 
F.s.A.A., Mr. R. A. Etheridge, F.s.A.a., Mr. 
C. R. Foot, a.s.a.a., Mr. E. Pulsford, 


F.S.A.A., Mr. J. M. Keeping, A.s.A.a., Mr. 
G. L. Ratcliffe, a.s.a.a.; Auditor, Mr. 
H. C. Lewis, F.s.a.a. 


MEMBERSHIP 


The following promotions in, and additions 
to, the membership of the Society have been 
completed during the period September 17 
to December 11, 1951. 


ASSOCIATES TO FELLOWS 


Auutson, Victor (Aked & Allison), Halifax. 
Anperson, Robert Rutherford (Cooper 
Brothers & Co.), Johannesburg. BAastiKar, 
Shankar Ramkrishna, B.com., tu.B. (Dalal, 
Desai & Kumana), Bombay. CampBett, 
Henry (F. Dall Gray & Co.), Coleraine. 
Cuoupuury, Naresh Chandra, B.sc., Cal- 
cutta. Coir, Herbert John (Hodgson, Harris 
& Co.), Grimsby. Dery, James Scott 
Davidson (Dey, Reid & Co.), Johannesburg. 
Dunsar, Frederick George Stokes (F. Dall 
Gray @& Co.), Coleraine. Fare, John 
Parkinson (7. Parkinson Fare & Co.), 
Manchester. Grpps, George Ernest (F. 
Bevan & Co.), Swansea. Haypon, George 
Frederick (George F. Haydon @& Co.), 
Worthing. Haywarp, Edward James, 
County Treasurer, Northampton. Mam- 
MENT, George Joseph (Geo. 7. Maidment @ 
Co.), Harrow. Nacer, Ryk, B.com. (Meyer, 
Nel & Co.), Johannesburg. Pickwortn, 
George William (Lomax, Clements & Co.), 
London. Sprrrie, William George (Knight, 
Bland & Co.). ford. WALKER, Peter Dallas, 
Sydney, Australia. WingEARLs, James Robert 
(Gibson, Hyslop & Winearls), Cape Town. 


ASSOCIATES 


Apams, William Patrick Charles Baddeley, 
with Goldby, Panchaud & Webber, Johan- 
nesburg. Bennett, Alan Sidney, with 
Hibbert, Sier, Woods & Co., London. 
Bierscu, Michael, with Jack Bobrov, 
Levien & Co., Cape Town. BULLIVANT, 
Harold, with Douglas, Low & Co., Johan- 
nesburg. CALey, Peter Stephen, with 
Gibson, Hyslop & Winearls, Cape Town. 
Catcupote, Alan Michael, with Charles 
Hewitt & Co., Johannesburg. CLARK, 
Frederick Charles Henry, with H. A. 
Merchant & Co., London. CRrescy, 
Ronald Gordon, Johannesburg. CuLtinc- 
worTH, Roy Brisbane, with Allan & Har- 
sant, Salisbury, South Africa. Davie, Peter 
Charles, with Reginald L. Tayler, Houns- 
field & Co., London. Forses, James, with 
Pulbrook, Wright & Underwood, Salisbury, 
South Africa. Frank, Selwyn Boris, Cape 
Town. Gorpvon, William (Douglas, Low @ 
Co.), Johannesburg. Groves, John Howard 
(C. Percy Barrowcliff & Co.), Middlesbrough. 
Harpinc, Brian William, with Weeks, 
Green & Co., Southampton. Harrs, 
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Creighton, with G. B. Williams, Ross & Co., 
Pontypridd. Hottman, Colin, with A. C. 
Sargent & Jones, Cape Town. Irwin, 
Oliver John, with Deloitte, Plender, 
Griffiths, Annan & Co., Ndola, Northern 
Rhodesia. Lister, Thomas Raymond, with 
W. G. Hawson, Wing & Co., Sheffield. 
Lumiey, William Joseph, with H. B. 
Brandon, Ferguson & Co., Waterford. 
McGurrg, Alexander, with Cash, Stone & 
Co., London. MacintosH, Roderick 
Graham, with Goldby, Panchaud & 
Webber, Johannesburg. McPuerson, Roy 
Charles, with Binder, Hamlyn & Co., 
London. Mutter, Alec, with Jack Bobrov, 
Levien & Co., Cape Town. Moore, 
Sydney Dennis, with Spicer & Pegler, 
London. Morgan, Peter, with Goldby, 
Panchaud & Webber, Johannesburg. 
Murpuy, John Declan, with Daniel 
Mahony, Taylor & Co., London. Po ey, 
Lester Charles, with Field & Co., Cardiff. 
RosENBLUTH, Ernst Emanuel, with Keeling 
& Co., London. Rotuwett, Robert 
Kenneth, with J. W. Davidson, Cookson & 
Co., Liverpool. Scarry, Herbert John, 
with Martin, Savage & Co., Dublin. 
Surewssury, Denis Edward (Douglas, Low 
& Co.), Johannesburg. Sparkes, David 
John Charles, B.A., with J. Wallace Williams 
& Co., Cardiff. 


PERSONAL NOTES 


Mr. John Stirling, c.B.£., B.L., B.COM., 
F.S.A.A., Chief Accountant, Department of 
Health, Edinburgh, member of Scottish 
Council, is being seconded to U.N.O., who 
are sending him to advise the Government 
of Ceylon on questions relating to the 
finance of their health and hospital services. 
He will be absent about five months. 

Mr. Bertram Nelson, F.s.A.A., Vice- 
President of the Society of Incorporated 
Accountants, has been elected a member of 
the Mersey Docks and Harbour Board. 

Mr. J. O. Summers, A.s.A.A., has been 
appointed secretary to the Finance Corpora- 
tion for Industry, Ltd. 

Messrs. A. McCarmick & Co., Leeds, 
have taken into partnership Mr. J. Red- 
shaw, A.S.A.A. 

Messrs. Robson, Morrow & Co. announce 
that Mr. Ian T. Morrow has resigned from 
the partnership as from December 1, 1951, 
and that Mr. F. C. de Paula became a 
partner at that date. 

Messrs. S. B. Billimoria & Co., Bombay, 
have admitted to partnership Mr. M. D. 
Dubash, A.s.A.A. 

Mr. N. S. T. Squires, Incorporated 
Accountant, has commenced public prac- 
tice at 4, St. Mary’s Place, Stamford, Lincs. 

Mr. Clement L. Minshall, .s.a.a., has 
been appointed secretary to Spring Theatres, 
Ltd., Southport, and to Theatre Royal 
(Oldham), Ltd., and accountant and 
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secretary to Spring Theatres (Cheshire), 
Ltd. 

Messrs. C. P. McCarthy, Daly & Co., 
Cork, had taken Mr. Hugo N. Larmour, 
A.S.A.A., A.A.C.C.A., into partnership. 

Mr. John C. Kendall, a.s.a.a., has com- 
menced practice at 4, Hope Street, Ayr. 

Mr. Rex L. Lingwood, A.s.A.A., A.I.M.T.A., 
has been appointed Chief Internal Audit 
(Technical) Assistant to the Merton and 
Morden U.D.C. 


REMOVAL 


Messrs. Forster, Scollick & Co. have 
changed their address to 11, Saville Row, 
Newcastle-upon-Tyne 1. 


OBITUARY 


Joun Henry ALEXANDER 


We regret to report the death on Decem- 
ber 1 of Mr. J. H. Alexander, F.c.A., F.S.A.A., 
senior partner of Messrs. Alexander, Sagar 
and Co., Leeds. He qualified in 1919 as a 
member of both the Institute of Chartered 
Accountants and the Society of Incorporated 
Accountants, and in 1922 was taken into 
partnership in Messrs. C. A. Moulton and 
Co., Barnsley, his previous employers. 

Mr. Alexander was at one time a member 
of the Committee of the Incorporated 
Accountants’ District Society of Yorkshire. 

The funeral took place at Harrogate 
Crematorium on December 4. 


Tom ATKINSON 


We have learned with deep regret that Mr. 
Tom Atkinson, F.s.A.A., died on November 
28, at the age of 74. He was senior partner 
of Messrs. Waters & Atkinson, Incorporated 
Accountants, Morecambe and Heysham, 
and was already a partner in that firm when 
he passed the Society’s Final Examination 
and was admitted to membership in 1906. 

Mr. Atkinson was elected to the Lanca- 
shire County Council in 1937, and in 1950 
became an alderman. As chairman for the 
last ten years of the county Finance Com- 
mittee he had a high reputation for his 
careful oversight of the yearly budgets. He 
was a member of several other committees, 
and was most regular in attending meetfngs 
of the council. 

He was a magistrate for the county of 
Lancashire and also for Morecambe and 
Heysham—having been appointed to the 
borough bench on its formation in 1919— 
and chairman of the Morecambe licensing 
justices. 

In Freemasonery Mr. Atkinson was a 
member of the Grand Lodge and was 
formerly treasurer of the West Lancashire 
Province. 


The funeral on December 1 was attended 
by Mr. Kenneth R. Stanley, honorary 
secretary of the Incorporated Accountant 
District Society of North Lancashire, 


James Douc.as 


The accountancy profession in South Africa 
has lost a distinguished and well-knowy 
member by the death on September 20 lag 
of Mr. James Douglas, 0.B.E., v.p., ca, 
F.S.A.A.. Cape Town. He had been g 
member of the Society of Accountants in 
Edinburgh since 1904, and in 1921 became 
a Fellow of the Society of Incorporated 
Accountants. After many years in public 
practice in Cape Town, he retired from his 
partnership in Messrs. Douglas, MacKelvie, 
Galbraith and Co. in 1949. He formerly 
served for nearly ten years as a member of 
the Committee of the Society’s South 
African (Western) Branch. 


APPOINTMENTS VACANT 


(See also page xx) 
COMMONWEALTH OF AUSTRALIA 


A PPLICATIONS are invited from men under 35 yeas 

age for appointment to the Accounts and Procure- 
ment Branches of the Australian High Commissioner's 
Office, London. Salary ranges: £440-£520—{£520-£600— 
£560-£650—{£600-£700—£675-£750 p.a., plus cost-of- 
living adjustment, at present £48 p.a. Applicants should 
have experience in accounting or of purchasing work and 
should be members of a ised institute of accountants 
or secretaries. Application forms and further particulas 
may be obtained from Tue Starr Inspector, Room 319, 
Australia House, Strand, London, W.C.2, and completed 
applications should be submitted to the Official Secretary 
at above address not later than January 21, 1952. 


I ONDON TRANSPORT EXECUTIVE invite appli- 
tions for post of Costs Officer (located at Chiswick 
Works), responsible to Chief Financial Officer for all 
costing for (a4) mechanical engineering, mainly related to 
road and railway rolling stock, including large-scale 
repair factories and maintenance ages and depots; 
() civil i ing including ilding, structural, 
pe t way maintenance, and new 
works; (c) electrical engineering covering plant and 
equipment maintenance, generation, distribution ; (é) 
trading activities at large number of canteens. 
Wide costing knowledge, familiarity with modem 
costing techniques and up-to-date m i account- 
ing methods, and capacity for organising work of large 
staff essential. The selected applicant will be expected 
to maintain an effective costing service for departments 
concerned and to co-operate to enable fullest use to be 
made~of costing information for ——— control 
ae. Experience in operation of getary control 
is required. 
Salary will depend on experience and qualifications, 
minimum £1,575- i 
Medical examination: membership of contributory 
superannuation fund after satisfactory oe yee compul- 
sory.—Applications, giving age and full particulars of 
experience, qualifications and present salary, withip 
14 days to Chief Staff and Welfare Officer (F/V.O.10), 
Lonpon Transport Executive, 55, Broadway, S.W.l. 


CROWN AGENTS FOR THE COLONIES | 

ACCOUNTANT uired by the Central Electricity 

Board of Malaya for one tour of three years with 
prospect of permanency. Salary including allowances, 
according to age, qualifications and experience, pa’ 
in local currency equivalent at present Government rate 
of exchange to £721 a year, rising to £1,421 a year, orm 
certain circumstances to £1,652 a year. Cost of | 
allowance between £336 and £707 a year according 
dependants. Liberal leave on full salary. Free passage 
for the officer and his wife and assistance towards the cost 
of children’s passages. Candidates, preferably under 
should have had experience in the accounts branch of 4 
large electricity undertaking. Membership of one of the 

ised bodies of professional accountants an advantage. 

Apply at once by letter, stating age, full names 1 | 
letters, and full particulars of qualifications and experience, 
and mentioning thi per, to THE CRown AGENTS FOR 
THE Cotontes, 4, Millbank, London, S.W.1, quoting 
letter M.28714.C. The Crown Agents cannot under! 
to acknowledge all 
only with applicants 


applications and will commun 
selected for further consideration. 
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